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DOCKET NO. W-O1445A-04-065( 

Water operates a total of 18 water systems located in eight Arizona counties serving approximatelJ 

72,000 customers. The rate application filed in this docket involves only the Company’s Westerr 

Group, which served 20,266 customers at December 31, 2003, the end of the test year. Pursuant tc 

Decision No. 58120 (December 23, 1992), the Company’s Western Group includes five of Anzona 

Water’s systems: Casa Grande, Coolidge, White Tank, Ajo Heights, and Stanfield. At the end of the 

test year, the Casa Grande system served 14,981 customers; Coolidge, 3,049 customers, White Tank, 

1,337 customers; Ajo Heights, 681 customers; and Stanfield, 21 8 customers. The Company recently 

received rate increases for its Eastern Group systems in Decision No. 66849 (March 19, 2004) 

(“Eastern Group Decision”), and for its Northern Group systems in Decision No. 64282 (December 

28,2001) (“Northern Group Decision”). 

The current rates and charges for the Western Group systems, authorized in Decision No. 

58120, were based on a test year ended December 31, 1990, and became effective on January 1, 

1990. The service charges were later modified in Decision No. 60512 (December 3, 1997). The 

Zompany’s purchased power adjustor mechanisms were changed in Decision No. 58293 (May 19, 

1993) and Decision No. 62755 (July 25, 2000). The Company’s Monitoring Assistance Program 

:‘MAP”) surcharge was established in Decision No. 62141 (December 14, 1999). 

A. Procedural History 

Following the Company’s filing of the application on September 8, 2004, on September 24, 

!004, the Commission’s Utilities Division Staff (“Staff ’) filed a Motion to Require Supplemental 

hfficiency Information, or in the Alternative, to Suspend the Rate Case Timeclock. The Motion 

equested that the Company be required to submit an inverted tier rate design as a condition of 

,ufficiency under the rate case time-clock rule, or in the alternative, that the rate case time-clock be 
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opposing Staffs Motion. On October 8, 2004, Staff filed a Reply to the Company’s Response. Alsc 

on October 8, 2004, Staff filed a letter informing the Company that its application had not met the 

sufficiency requirements outlined in A.A.C. R14-2-103 because it did not contain the inverted tiel 

rate design requested by Staff. On October 12, 2004, the Residential Utility Consumer Office 

(“RUCO”) filed a Notice of Lodging RUCO’s Response to the Motion pending a ruling on its 

intervention request. 

On October 15, 2004, Oral Argument was held on Staffs Motion as scheduled. RUCO was 

granted intervention during the proceeding. After consideration of Staffs Motion, Arizona Water’s 

Response, Staffs Reply, RUCO’s Response, and the arguments of Staff, RUCO and Arizona Water 

in the issues raised in the Motion, the Motion was denied on the grounds that the Company had 

dready provided its proposed rate design in its application. The Company was ordered to timely 

-espond to any data requests posed by the parties. The parties were also informed that the Company 

vas free to submit an alternative rate design in its rebuttal testimony for consideration and review 

xior to the hearing on the application. 

On October 18, 2004, Staff filed a letter notifying Arizona Water that its application met the 

iufficiency requirements set forth in A.A.C. R14-2-103, and classifying Arizona Water as a Class A 

itility. On November 18, 2004, a Rate Case Procedural Order was issued setting a hearing date and 

ietting procedural deadlines for public notice, intervention, discovery, and for prefiling direct, 

.ebuttal, surrebuttal and rejoinder testimony. 

On March 2, 2005, Arizona Water filed a Certificate of Notice certifying that the Company 

:awed a copy of the form of public notice as required by the November 18,2004 Procedural Order to 

)e published in the Coolidge Examiner and Casu Grande Dispatch on January 26,2005, and that the 

:ompany mailed a copy of the form of public notice to each of its customers beginning with the first 

dling cycle in February, 2005, with the mailing completed on February 28, 2005. Public comment 

3 DECISION NO. 68302 
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February 28, March 3, June 15, and July 29,2005. 

Intervention was granted to RUCO on October 15, 2004, to Pivotal Group, Inc. (“Pivotal”) on 

February 15,2005, and to the City of Casa Grande (“Casa Grande” or “City”) on April 1,2005. 

On May 19, 2005, Staff filed a Notice of Settlement Negotiation indicating that Staff would - 

be entering into settlement negotiations with the Company limited to the subject of how to deal with 

the Company’s past, present and hture costs associated with its Central Arizona Project (“CAP”) 

water allocations. No settlement agreement was filed. 

A hearing was held commencing on June 17,2005 and continuing on June 20, June 21, June 

22, June 23, and June 24, 2005. On June 16, 2005, the date noticed to the public and Arizona 

Water’s Western Group customers as the date the hearing would commence, the record was opened 

for the purpose of taking comment from members of the public. No members of the public appeared 

to provide comment on the application, either on June 16, 2005 or on any subsequent days of the 

iearing. 

The Company, Casa Grande, RUCO and Staff appeared and presented evidence at the 

iearing. Pivotal also appeared at the hearing. Arizona Water, Casa Grande, RUCO and Staff filed 

:losing briefs on August 1, 2005, and reply briefs on August 22, 2005. Following the filing of 

:losing briefs, the matter was taken under advisement pending the submission of a Recommended 

)pinion and Order to the Commission. 

B. Rate Application 

The application is based on a test year ended December 3 1,2003. The Company is requesting 

m increase in revenues for the Western Group of $1,464,966, or 13.72 percent, over test year 

idjusted revenues of $10,675,355, for a total revenue requirement of $12,140,321. RUCO is 

ecommending an increase in revenues of $1 10,229, or 1.10 percent, over test year adjusted revenues 

68302 4 DECISION NO. 68302 4 DECISION NO. 
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of $10,003,254, for a total revenue requirement of $10,113,483. Staff is recommending a revenu 

increase of $74,152, or .07 percent over test year adjusted revenues of $10,675,355, for a tot2 

revenue requirement of $10,749,507. Based on adjustments to the Company’s filing as set fort! 

herein, we authorize an increase in revenues of $160,510, an increase of 1.50 percent over test yea 

adjusted revenues of $10,675,355, for a total revenue requirement of $10,835,865. 

11. RATEBASE 

A. Deferred CAP M&I Capital CharPes 

1. Background 

Arizona Water has four subcontracts with the Central Arizona Water Conservation Distric 

(“CAWCD”) for delivery of CAP water for municipal and industrial (“M&I”) use (Garfield Rb. at 6) 

Three of the Company’s CAWCD subcontracts are for delivery of its CAP allocations for the 

Zompany’s Western Group systems of Casa Grande, 8,884 acre-feet; Coolidge, 2,000 acre-feet; and 

White Tank, 968 acre-feet; on an annual basis (id.).’ Under the subcontracts, the Company is 

-equired to make two different types of payments for water delivery services: first, whether Arizona 

Water actually takes delivery of CAP water or not, it must pay, in equal semi-annual installments, a 

ZAP M&I capital charge based on each system’s total allotment multiplied by an amount per acre- 

bot established by the CAWCD; and second, Anzona Water must pay, based on actual CAP 

ieliveries and estimated expenses for the upcoming year, an annual CAP operation, maintenance, and 

eeplacement (“OM&Ry) expense payment in equal monthly installments (Garfield Rb. at 6-7). The 

iurpose of the CAP M&I capital charge is to repay the CAP construction costs to the United States 

id. at 7). Arizona Water asserts that by making annual CAP M&I payments and thereby retaining 

he right to use CAP water, which is an alternative, renewable water source, that it has acted 

Deferred CAP M&I capital charges associated with Arizona Water’s CAWCD subcontract for delivery of its used and 
isehl CAP allocation for its Apache Junction system are currently being recovered on an amortized basis per the recent 
!astern Group Decision. A portion of the Company’s Apache Junction CAP allocation is provided to golf courses as 
ion-potable water. 

- 5 DECISION NO. 68302 
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consistent with State water policy, in addition to ensuring the availability of water for its customers 

on a long-term basis (Garfield Rb. at 8). 

CAP water is surface water and therefore requires treatment for potable use in compliance 

with the United States Environmental Protection Agency (“EPA”) and Arizona Department of 

Environmental Quality (“ADEQ”) surface water treatment requirements. 

2. Current Usage of CAP Allocations 

During the test year, the Company delivered 2,279 acre feet of Arizona Water’s CAP 

allocation for the Casa Grande system to commercial and industrial customers for non-potable use! 

under the Company’s non-potable tariff (Hubbard Rb. at 15, 16). In return for the Company’! 

:ommitment to deliver up to 2,000 acre-feet of untreated CAP water annually to the Desert Basir 

3ower plant, Arizona Water’s Casa Grande system is reimbursed annually for a portion of its deferrec 

ZAP M&I capital charges (Garfield Rj. at 9; Hubbard Rj. at 5). In the absence of a contract requiring 

I customer to commit to a portion of Arizona Water’s CAP allocation, non-potable water customers 

ire not liable for deferred CAP M&I charges, and the CAP allocation remains available to other 

:ustomers (Hubbard Rj. at 5). The Company proposes that the $142,896 portion of the Casa Grande 

;ystem deferred CAP M&I charges related to the delivery of a total of 279 acre-feet of CAP water to 

wo golf courses during the test year be placed in rate base, amortized over 10 years (Hearing Exh. A- 

B; Tr. at 802).* RUCO does not oppose the Company’s requested treatment of the portion of the 

ZAP allocation that customers are receiving and paying for (RUCO Br. at 9), and no party alleges 

hat this portion of the Company’s Casa Grande system CAP allocation was not used and useful 

luring the test year. We agree with the Company that serving untreated CAP water to customers who 

lo not require potable water to meet their water needs is a valid use of its CAP allocation, and that 

he 279 acre feet of the Company’s CAP allocation delivered to the two Casa Grande system golf 

The total amount of the deferred CAP M&I capital charges for the Casa Grande system at December 31, 2003 was 
3,525,803 (Hubbard Rj. Sched. SLH-RJ4 at 8, line 15). 

DECISION NO. 68302 6 
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course commercial and industrial customers as non-potable water during the test year was used and 

useful. Therefore $142,896 in the associated Casa Grande system CAP M&I capital charges will be 

accorded rate base treatment in this proceeding, on an amortized basis consistent with the 

amortization period for the CAP Hook-Up Fee discussed below. 

3. Planned CAP Treatment Facilities 

a. Casa Grande and Coolidge 

Arizona Water states that it has made financial commitments toward design and construction 

of a CAP water treatment plant with an initial capacity of 10 million gallons per day (“gpd”) that will 

treat both its Casa Grande and Coolidge CAP allocations (Whitehead Rb. at 3), which the Company 

projects will all be needed to offset growing demand for water in the Casa Grande and Coolidge area 

state land from the CAP canal to the planned regional CAP plant site (Whitehead Rb. at 4). The 

Company plans to construct a 48-inch pipeline to deliver water from the CAP canal to the planned 

treatment facility, and has completed the initial design of the booster pump station necessary to pump 

water from the canal and pressurize the pipeline (id.). The Company plans to submit the plans for the 

CAP treatment plant to the CAWCD later this year for review and comment (Whitehead Rb. at 4). 

Arizona Water’s witness testified that the Company plans to bid the treatment plant design in 2007; 

award a design contract in 2008; bid for the construction of the first phase commencing in 2009; 
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commence construction in 2009; and co 

b. White Tank 

Arizona Water has been working with Arizona-American Water Company’s Agua Fria 

Division on an agreement that would provide for the treatment of Arizona Water’s White Tank CAP 

allocation at a regional water treatment plant planned to be completed in 2008 (Hubbard Rb. at 16), 

located along the Beardsley Canal (Garfield Rb. at 13). Anzona Water’s witness stated that upon 

completion of the planned treatment plant, its entire White Tank allocation will be used to serve its 

customers (id.). 

4. Application’s Request Regarding Deferred CAP M&I Charges 

The Company’s calculation of adjusted test year net operating income in its application 

includes CAP M&I charges reflected as a pro forma adjustment to purchased water expense, and the 

amortization of deferred CAP M&I capital charges reflected as a pro forma adjustment to test year 

depreciation and amortization expense (Hubbard Rb. at 15). The application also requests 

authorization to amortize the deferred CAP M&I capital charges accumulated as of the end of the test 

year over a ten-year period, as follows: $3,525,803 for the Casa Grande system, which is net of 

$989,314 from non-potable test year sales; $1,046,011 for the Coolidge system; and $506,268 for the 

White Tank system, for a combined balance of $5,078,082 (id. at 15-16). 

No other party agreed with Arizona Water’s application position to place deferred CAP M&I 

zharges for CAP water that is not currently being used in rate base. 

5. Alternative Deferred CAP M&I Charges Recovery Proposals 

On May 19, 2005, Staff filed a Notice of Settlement Negotiation indicating that Staff would 

3e entering into settlement negotiations with the Company limited to the subject of how to deal with 

the Company’s past, present and future costs associated with its CAP water allotments. No 

settlement agreement was filed prior to the hearing. However, both the Company and Staff proposed 

8 DECISION NO. 68302 
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alternatives to Arizona Water’s request as set forth in its application. In rejoinder testimony filed on 

June 10, 2005, the Company proposed a hook-up fee to recover the deferred CAP M&I charges 

(Hubbard Rj. at 4-6, Exhibit SLH-RJS). The rejoinder testimony proposed recovery of the deferred 

2harges over a 10-year period by means of hook-up fees collected from new customers for a period of 

ten years in the amount of $289 for both the Casa Grande and Coolidge systems, and in the amount of 

E674 for the White Tank system (id.). Under Arizona Water’s “rejoinder proposal,” the hook-up fees 

would be collected on new lots in each system, and would be treated as non-operating revenue used 

loth to pay ongoing CAP M&I charges and also to reduce the balance of deferred CAP M&I charges, 

which for accounting purposes would be treated as allowance for funds used during construction 

“AFUDC”) (Tr. at 821-822). The Company’s rejoinder proposal also shows ongoing M&I charges 

o the Desert Basin power plant contract, discussed above, as being applied to reduce the M&I 

:harges balance (id.). 

. Prior to the hearing, Staff filed its proposal for an alternative hook-up fee to recover the 

leferred CAP M&I charges over a 20 year period, with hook-up fees of $220 for the Casa Grande 

ystem, $150 for the Coolidge system, and $500 for the White Tank system (Olea Suppl. Scheds. 

;MO-1, SMO-2 and SMO-3).’ At the hearing, Staff presented more detailed schedules showing its 

ecommended hook-up fee recovery methodology. Staffs proposed methodology uses the same 

lrojections the Company used in its rejoinder proposal for customer growth, annual CAP M&I 

Ingoing charges, AFUDC estimates based on the 2004 M&I rate, and ongoing M&I charges paid 

nder the Desert Basin power plant contract, but with a 20 year amortization period (Hrg. Exh. S-33). 

taff s proposal also includes a set of “Conditions for Approval of CAP Hook-Up Fee,” and proposes 

:quirements for a CAP Water Use Plan, the filing and Commission approval of which is one of 

taff s recommended conditions for the collection of the CAP Hook-Up Fee (Olea Suppl. Sched. 

These hook-up fee amounts are proposed for meter sizes 1-inch and smaller. Larger hook-up fees are proposed for 
rger meter sizes (Olea Suppl. Scheds. SMO-1, SMO-2 and SMO-3). 

68302 9 DECISION NO. 



1 
c 
L 

n - 
A 

4 .. 

f 

5 

E 

9 

1c 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 - 

DOCKET NO. W-O1445A-04-065( 

SMO-4 and Attachment A). 

Casa Grande opposes Arizona Water’s recovery of deferred CAP M&I capital charges unti 

Anzona Water prepares a water resource master plan (“WRMP”) while giving Casa Grande the 

opportunity to participate in all stages of the WRMP process, including decisions relating to what the 

WRMP will include (City Reply Br. at 30). 

6.  Staffs Proposed Conditions for Approval of CAP Hook-Up Fee and 
Proposed Requirements for a CAP Water Use Plan 

Staff states that the Company’s plans to use its Casa Grande, Coolidge and White Tank CAP 

allocations sufficiently demonstrate a commitment to use its CAP allocations to allow the Company 

to begin to recover its prudently incurred CAP M&I capital charges, both deferred and ongoing, 

under the terms of Staffs proposed CAP Hook-Up Fee tariffs, but subject to Staffs proposed 

:onditions (Olea Suppl. at 5-6). The conditions Staff proposes are reproduced here: 

Schedule SMO-4 

CONDITIONS FOR APPROVAL OF CAP HOOK-UP FEE 

1) Arizona Water Company (“AWC”) must submit by December 3 1 , 2006, or 
six months prior to submission of its next rate case application, whichever 
comes first, a detailed Central Arizona Project Water Use Plan 
(“CAPWUY) for its Western Group water systems. 

2) AWC must make best faith efforts to include the cities of Casa Grande and 
Coolidge in the development of the CAPWUP. 

3) The CAPWCTP must address all the issues outlined in Attachment A. 

4) The CAPWUP must be approved by Staff prior to AWC’s next rate case 
application being declared sufficient under A.A.C. R14-2- 103. 

5) The CAPWUP shall be approved, disapproved, or modified in AWC’s next 
rate case by the Commission. If the CAPWUP is disapproved, the CAP 
Hook-up Fee shall be terminated and AWC shall refund all CAP Hook-up 
Fee monies collected to that point along with six percent (6%) interest. The 
refund method shall be determined by the Commission. 

6) The approval by Staff or the Commission of the CAPWUP shall mean only 
that the CAPWUP has adequately addressed all the issues outlined in 
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Attachment A. CAPWUP approval by Staff or the Commission shall not be 
interpreted as a used and usehl determination nor as pre-approval of 
reimbursement of any future expenditures in completing the plan. 

7) In AWC’s next rate case the Commission shall reevaluate this CAP Hook- 
up Fee to determine if it should be continued, eliminated or modified based 
on the CAPWUP and any other evidence that may be introduced by parties 
to that case. 

8) If in AWC’s next rate case the Commission orders continuation of the CAP 
Hook-up Fee or any other recovery mechanism designed to recover CAP 
deferrals, the Commission Staff shall audit the CAP deferral accounts of 
AWC’s systems holding CAP allocations and shall make any necessary 
adjustments, true-ups, and re-calculations to determine the proper values to 
carry forward. 

9) Staff will utilize AWC’s annual cost of debt to determine the rate for 
allowance of funds used during construction (“AFUDC”) included in the 
CAP deferrals. 

Attachment A 

CENTRAL ARIZONA PROJECT WATER USE PLAN (“CAPWUP”) 

The plan should address the following: 

1) Existing water supplies and demand patterns for the last two years (such 
information as required on the Water Use Data Sheet). 

2) Future water supplies and demand patterns demonstrating how and when 
CAP water will be used through the year 2025. All future water sources 
the Company plans to use* other than CAP should be discussed. All 
assumptions used to make projections should be clearly explained. 

3) All major infrastructure components required to use CAP water through the 
year 2025 should be listed and described in as much detail as possible. 
These would include such items as, but not be limited to, treatment plants, 
transmission mains, storage tanks, pumping stations, etc. 

4) Projected capital and Operation and Maintenance costs for all future water 
supplies (including CAP water) through the year 2025 should be listed in as 
much detail as possible. All assumptions used to make these projections 
should be clearly explained. 

5) How CAP water will be used to address the arsenic issue (if it will be). 

* Staff added the underlined langua 

11 DECISION NO. 68302 
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7. asa Grande’s Proposed Conditions for Approval of CAP Ho 
and Proposed Requirements for a Water Resource Master Plan 

Casa Grande proposes that Arizona Water’s recovery of CAP M&I capital charges be linkec 

;o Arizona Water’s willingness to work with Casa Grande in designing and preparing a water WRME 

:City Br. at 5). The City opposes Arizona Water’s recovery of CAP M&I capital charges until i 

WRMP is prepared, and it expects “real-time” input into preparation of the WRMP (City Reply Br. ai 

I). Casa Grande asserts that the detail in its WRMP is necessary to implement the CAP Water Use 

’lan proposed by Staff (id.), and that “[rleal time input by the City during the design and preparation 

If the WRMP (or the CAPWUP) can occur without interference with the Company’s business 

lecisions.” (City Reply Br. at 7). Casa Grande submitted as an Exhibit at the hearing a draft outline 

If the plan (Hrg. Exh. CCG-7), which is reproduced here: 

DRAFT OUTLINE 
CASA GRANDE WATER RESOURCE MASTER PLAN 

I Existing water supplies and demand patterns 
A. Current water supplies 

1. Number of wells, location, annual volume of production over 
past five years 

2. Condition of wells, maximum annual production potential, 
required capital improvements schedule 

3. Water quality profile and issues, i.e. arsenic 
B. Current water demands 

1. Annual sales by customer type and by meter size over past five 
years 

2. Seasonality and peak use, monthly demand patterns over past 
five years, peak day use 

3. Losses and unaccounted for water 

I1 Future demands and net requirements 
A. Demographic/economic projections 

1. Population and employment growth trends, 1990 through 2005 
2. Published or available projections, developer plans 
3. Selection of high and low scenarios through at least 2025 

1. Selection of water demand forecasting approach, i.e. gallons per 

2. High and low water demand projection scenarios through at least 

B. Water demand projections 

capita per day 

2025 
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C. Net Water Requirements-Comparison of water demand projections 
with available maximum supplies from existing wells, identification of 
future m e t  needs over time 

111 Additional Groundwater Resources 
A. What is potential for acquiring groundwater rights, developing new 

B. Increased production volume potential over time 
C. Infrastructure requirements 
D. Capital, operating costs schedule 
E. Constraints and opportunities 

wells 

IV CAP Water 
A. Available water volumes, schedule of availability 
B. Infrastructure requirements by component, location 
C. Capital, operating costs schedules 
D. Constraints and opportunities 

V Non-potable water (effluent) 
A. Available water volumes, schedule of availability 
B. Infrastructure requirements, location 
C. Capital, operating costs schedules 
D. Constraints and opportunities 

VI Other alternative resources-i.e. water purchases or transfers, etc. 
A. Available water volumes, schedule of availability 
B. Infrastructure requirements, location 
C. Capital, operating costs schedules 
D. Constraints and opportunities 

VI1 Arsenic treatment 
A. Current plan 
B. Infrastructure requirements, location 
C. Capital, operating costs schedules - 

D. Constraints and opportunities-potential integration with other water 
supply alternatives, i.e. blending, combined treatment, etc. 

VI11 Recommended water master plan 
A. Alternative supply scenarios or combination of resources considered 
B. Description of selected future supply plan 

1. Volume of new water available over time 
2. Infrastructure needs and location 

C. Justification of future supply plan 
D. Schedule for permitting, implementation 
E, Capital cost requirements schedule through 2025 
F. Operating cost requirements through 2025 
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8. Discussion 

The Company is largely in agreement with the CAP Hook-U Fee mechanism proposed bp 

Staff for recovery of the Company’s deferred M&I capital charges, and with some exceptions, 

discussed further below, agrees with the related conditions and the CAP Water Use Plan requirements 

proposed by Staff. 

Arizona Water is opposed to having recovery of its deferred CAP M&I capital charges tied to 

Casa Grande’s Proposed WRMP (Co. Br. at 6-13). The Company asserts that the City’s request is 

Zxtraordinary and unprecedented in that it asks the Commission to force the Company to cede control 

If fundamental management decisions to a municipality that in the past has tried to condemn its 

vYater system and has threatened to do so again (Co. Br. at 6). Arizona Water believes that granting 

.he City’s request would violate its right as a public utility to determine the type and extent of service 

.o the public in the exercise of its managerial functions within the limits of adequacy and 

Oeasonableness (id., citing Southern Pacific Co. v. Ariz. Corp. Comm ’n, 98 Ariz. 339, 343, 404 P.2d 

592, 694-95). The Company points out that the City’s witness presented no testimony or evidence 

hat Arizona Water has not adequately planned for water resources or that it has been unable to meet 

vater demands by new customers (Co. Br. at 9). The Company attached an affidavit of William M. 

Sarfield to its Reply Brief as Exhibit B. The Company prepared the affidavit to respond to a copy of 

L July 21, 2005 newspaper article that the City attached as Exhibit 2 to its Closing Brief. In a 

ootnote, the City “asks the Commission to take judicial notice of the news article,” claiming that it is 

’directly relevant to the need for water resource planning by Arizona Water Company’’ (City Br. at 8, 

n. 2). The Company argues that the statements appearing in the article are not subject to judicial 

iotice (Co. Reply Br. at 9-10), but in a footnote of its own, explains that it has attached the affidavit 

rom Mr. Garfield “containing a detailed discussion of the events referenced in the article and 

xplaining why the City’s reliance on the article is misplaced” (Co. Br. at 10, fn. 8). 
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Arizona Water also points out that pursuant to new legislation passed earlier this year, tht 

Casa Grande system must submit a water plan to the h z o n a  Director of the Department of Watei 

Resources (“ADWR”) by January 1, 2007 for review and approval that must generally “evaluate tht 

water supply needs in the service area and propose a strategy to meet identified needs’’ A.R.S. § 45. 

331(H). Arizona Water attached a copy of the new legislation as Exhibit A to its Reply Brief 

4rizona Water believes that this new statutory requirement, combined with the CAP Water Use Plan 

.ecommended by Staff, should eliminate any concerns that the City may have regarding water 

’esources planning (Reply Br. at 8). 

RUCO supports the proposal made by Staff to address the CAP issue in this case (RUCO Br. 

it 10) and believes that Staffs conditions for approval of its proposed CAP Hook-Up Fees provide 

ldequate safeguards to ensure that the objectives are met (RUCO Reply Br. at 3-4). RUCO’s support 

if Staffs proposal is contingent upon inclusion of Staffs fifth proposed condition, which provides 

or a refund of all collected CAP Hook-Up Fees if the Company’s CAP Water Use Plan is 

isapproved (id. at 4). RUCO asserts that this condition cannot harm the Company if it intends to act 

i good faith and present a reasonable CAP Water Use Plan (id.). 

9. Conclusion 

It is not appropriate to put Arizona Water’s deferred or ongoing CAP M&I charges for CAP 

Jater that is not currently being used in rate base, as proposed in the Company’s application. The 

mortization of the deferred CAP M&I charges requested in the application will therefore not be 

dopted. 

We do not believe that it is necessary or reasonable to adopt Casa Grande’s recommendation 

make any CAP M&I capital expense recovery contingent upon Arizona Water’s submission of 

)ass Grande’s proposed WRMP ( see City Reply Br. at 30). Staffs witness testified that the WRMP 

roposed by Casa Grande goes into more detail than Staff would need to determine whether the 
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Company can begin recovering its deferred CAP costs (see Tr. at 1201-1203). We therefore disagree 

with Casa Grande’s assertion that development of its WRMP is necessary to implement the CAP 

Water Use Plan proposed by Staff. While we would not discourage Arizona Water fkom engaging in 

a planning process similar to that outlined in Casa Grande’s drafi WRMP, we agree with Staff that 

through the planning the Company’s witnesses described in rebuttal testimony, the Company has 

demonstrated a concrete enough commitment to using its CAP allocations to allow commencement of 

recovery of its deferred CAP M&I capital charges at this point in time through the methodology 

recommended by Staff, subject to the strict conditions supported by both Staff and RUCO, which 

include development of a CAP Water Use Plan as outlined above. 

Neither do we believe that it is necessary or reasonable to adopt Casa Grande’s 

recommendation to require that Casa Grande be allowed to participate in Arizona Water’s decisions 

relating to what the WRMP (or the CAP Water Use Plan) will include (see City Reply Br. at 30). 

Staffs witness testified that by its proposed second condition for recovery of a CAP Hook-Up Fee, 

which requires AWC to make best faith efforts to include the cities of Casa Grande and Coolidge in 

the development of the CAP Water Use Plan, Staff intends for Arizona Water to keep the cities 

informed and make sure the cities are involved so that the cities aren’t caught off guard by something 

.he Company is going to do with regard to the water system (Tr. at 1192). We agree with Staffs 

stated intent. We also agree with the Company that management decisions regarding the use of its 

Z A P  water allocation are its own. We do not intend our adoption of Staffs proposed second 

:ondition number 2 requiring Arizona Water to make best faith efforts to include the cities as giving 

he cities a managerial or decision-making role in the development of the CAP Water Use Plan. 

3ven the contentious litigation history between the Company and Casa Grande, we do not adopt this 

ecommended condition lightly. We adopt it because we believe that the cities’ “best faith” input will 

be valuable to the Company in its planning process. We fully recognize that it is ultimately Arizona 

DECISION NO. 68302 16 
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Water that will have the burden of demonstrating the prudence of its business decisions, and not tht 

cities. While we will require Arizona Water to make “best faith efforts” to include the cities in its 

development of the CAP Water Use Plan, we do so with the hope that Casa Grande will in turn make 

its “best faith efforts” to keep in mind that Arizona Water, and not Casa Grande, is the party who 

must ultimately take responsibility for planning the best use of its CAP water allocation. 

The Company objects to Staffs proposed fourth condition, which requires Staff approval of 

the Company’s CAP Water Use Plan prior to a finding of sufficiency in the Company’s next rate 

:ase, and to Staffs proposed fifth condition, which requires collected CAP Hook-Up Fees to be 

mehnded in the event the Company’s CAP Water Use Plan is disapproved in the Company’s next rate 

:ase. We agree with RUCO that the fifth condition cannot harm the Company if it intends to act in 

Zood faith and present a reasonable CAP Water Use Plan, and find that this rationale also applies to 

he fourth condition. 

Use of CAP water, which is a renewable resource, should be encouraged. The availability of 

XP water comes at a cost, however, as the Company’s deferred CAP M&I capital costs balance for 

ts Casa Grande, Coolidge and White Tank systems shows.4 The actual use of CAP water requires 

itilities to undertake substantial infrastructure investments. As Staffs witness testified, the balance 

if the payments the Company has made to retain the availability of its CAP water supply continues to 

ncrease, and if recovery is postponed until CAP water treatment infrastructure is built and the water 

3 actually being served, ratepayers will be struck “twice as hard as they would have to be” (Tr. at 

203). This is because the water treatment plant would be placed in rate base at the same time that 

ie Company would begin recovery of the deferred CAP M&I charges (id.) We agree with Staff that 

1 order to prevent this “double hit,” that with the safeguard conditions recommended by Staff, it is in 

At December 31, 2003, the deferred CAP M&I capital charge balance for the Casa Grande system was $3,525,803 
hbbard Rj. Sched. SLH-RJ4 at 8, line 15); for Coolidge, $1,046,011 (id. at 12, line 15); and for White Tank, $506,269 
d. at 10, line 15). 
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the public interest to all0 

now with the collection of a special hook-up fe 

Company’s CAP allocation. 

ecovery of the deferred and ongoing CAP M&I capital charges to begir 

customers who will have the use ofthe 

For all the above reasons, we therefore adopt, and approve herein, the CAP Hook-Up Fee 

tariffs attached hereto as Exhibits A, B, and C,5 subject to Arizona Water’s compliance with the 

requirements set forth in Staffs recommended “Conditions for Approval of a CAP Hook-Up Fee” as 

set forth above. We also find reasonable, and therefore adopt, Staffs recommended requirements for 

the CAP Water Use Plan as set forth above. The CAP M&I charges recovery schedules attached to 

this Decision as Exhibits D, E, and F demonstrate the derivation of the CAP Hook-Up Fee amounts. 

rhese are the recovery schedules proposed by Staff, except that the schedule for the Casa Grande 

system, Exhibit D, has been modified to adjust the test year end balance of CAP M&I capital charges 

n order to remove $142,896 associated with the 279 acre feet of the Company’s Casa Grande system 

2AP allocation that was used and useful during the test year and will therefore be accorded rate base 

reatment in this proceeding over the same amortization period as the Hook-Up Fees, as discussed 

ibove. This change results in a reduction of the Hook-Up Fee for the Casa Grande system from $220 

o $208 for 5/8  x 3/4-inch, 3/4-inch, and 1-inch meter sizes. In accordance with Staffs proposed 

;eventh condition, if the CAP Hook-Up Fee is continued, the recovery schedules are subject to 

unendment in the Company’s next rate case, when the projections can be trued-up to reflect actual 

igures and new projections of CAP M&I capital charges, NP-260 Tariff M&I charges, hook-up fees, 

md AFUDC. We will require the Company to provide, in its next rate filing, the data necessary to 

rue-up the projections in these schedules for our review. 

In response to an issue raised during the hearing by Pivotal, Staffs witness added language to its proposed CAP Hook- 
Jp Fee tariffs to clarify the point in time that an applicant for the installation of new water facilities would be required to 
dvance costs for service connections. Ths clarifying language has been included in the tariffs. 
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B. Capitalized Lepal Expenses 

Arizona Water’s application included $824,374 in rate base for its Casa Grande system, in 

Aant in service Account 303 - Other Intangibles. This amount is related to legal and other fees the 

Zompany incurred between 1999 and 2003 in legal disputes to which the Company and Casa Grande 

were parties. The Company provided a breakdown of this amount at the hearing (Hrg. Exhibit A-21)’ 

ind reduced the amount by $8,113 at the hearing (Tr. at 572, Co. Br. at 17). The Company argues 

hat ratepayers benefited from the Company’s decision to incur these costs. The Company asserts 

hat its Casa Grande system ratepayers have benefited from the Company’s decision to incur legal 

:osts to defend a condemnation suit brought by Casa Grande, based on Arizona Water’s assumption 

hat some of its ratepayers would have had to pay for a higher cost of service had the condemnation 

,uit been successful (Co. Br. at 19). The Company argues that the fact that residents of Casa Grande 

inanced their city’s condemnation action should not prevent the Company from recovering its legal 

osts in rates (Co. Reply Br. at 17). The Company also argues that ratepayers would have benefited 

lad the Company prevailed in a suit it brought against Casa Grande seeking to bar the City from 

elling effluent in Arizona Water’s service territory. 

While the Company states on brief that it is seeking authority to include “$767,454 of 

apitalized legal expenses in rate base” (Co. Reply Br. at 13)’ it has not proposed to remove $48,807 

n franchise, hydrology study, and what appear to be legal costs booked to this account in 2001, 2002 

nd 2003 as shown by Hearing Exhibit A-21. Staff has recommended an adjustment removing the 

ntire $824,374 in the Company’s Casa Grande system’s Account 303 from rate base on the grounds 

iat the costs benefited shareholders and not ratepayers (Ludders Dt. at 16, Sched. REL-5). The 

:ompany suggested at the hearing that the disputed costs it wants to capitalize could be amortized 

nd accordingly would not remain in rate base forever (Tr. at 574, 587). 

We agree with Staff that preservation of Arizona Water’s business in Casa Grande benefits 
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the Company’s shareholders, not ratepayers (Ludder 

condemnation had succeeded, the Company’s ratepayers would continue to receive service from the 

new provider (id.). While the Company has every right to choose to take legal action, ratepayers 

should not be forced to shoulder the financial risk of legal action taken to benefit shareholders. We 

reject the Company’s arguments that ratepayers benefited from the acti 

Company did not provide a quantitative representation of the benefit it 

condemnation did not succeed, any estimation of the resulting cost of service to ratepayers is purely 

speculative. We also find questionable any benefit the Casa Grande system ratepayers might have 

received had Arizona Water won the right to be the exclusive provider of effluent in its Casa Grande 

service territory. 

The costs appearing on Hearing Exhibit A-2 1 described as “Non-condemnatiodeffluent 

:harges” should not have been placed in this Account 303, because they are not condemnation fees 

-elating to acquiring land (see Tr. at 1233-1234, Hrg. Exhibits S-37, S-38). All but $12,749 of these 

:osts were incurred outside the test year, and therefore are not recoverable as operating expenses. 

The 2003 costs of $12,749 labeled as “Franchise” on Hearing Exhibit A-21 are not a normally 

-ecurring annual expense and likewise are not recoverable as operating expenses. Staffs adjustment 

.emoving the $824,374 from rate base is reasonable, and it will be adopted. 

C. Cash Working Capital 

The Company’s application includes a total working capital allowance of $3 1 1,323 for the 

Nestem Group. Staff is recommending a negative working capital allowance of ($91,645) for the 

Nestem Group, and RUCO is recommending a Western Group working capital allowance of 

;42,556. The parties do not dispute that the most accurate way to measure working capital 

equirements is via a leadlag study. The purpose of a lead/lag study is to estimate the average 

imount of funds either supplied by shareholders or received in advance from ratepayers for business 
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3perations (Ludders Dt. at 6). If cash is received from ratepayers prior to its use, a reduction is made 

to rate base to reflect the actual amount of working capital provided by the ratepayers, and likewise, 

when the Company makes payments prior to receiving cash from ratepayers, rate base is increased to 

aeflect the additional funds provided by shareholders (id.). The difference between the parties' 

working capital recommendations is attributable mainly to differences in the number of income tax 

ag days each party proposes. 

The Company determined its proposed working capital allowance using the lead/lag factors 

idopted in the Eastern Group Decision: 2.52 lag days for federal income taxes and 27.05 lag days for 

itate income taxes, based on a one-month service period (Hubbard Rb. at 10-12). Staff calculated 37 

lays as the appropriate number of lag days for both federal and state income tax (Ludders Sb. at 4). 

;taff developed its proposed 37 day lag using the required quarterly payment dates for federal and 

tate income tax payments, and a service period mid point of June 30, the middle of the annual tax 

iayment period (id.). RUCO recommends 61.95 lag days for federal income taxes and 99.80 lag 

!ays for state income taxes, using July 1 as the service period midpoint (Coley Dt. at 14 and Sched. 

'JC-8 at pp. 4-5). For comparison purposes, RUCO provided the leadlag days either authorized or 

equested by four of the largest utilities in Arizona, who also pay taxes quarterly (Coley Sb. at 4).6 

As RUCO's witness explained, cash working capital is designed to provide a company with 

vailable cash on hand to cover any difference in time period from when revenues are received and 

Then expenses must be paid, not when the expenses are booked (Coley Sb. at 3; Tr. at 975). The 

:ompany states that it calculates its lag day calculation for federal and state income taxes based on a 

RUCO provided the following comparison of lag days proposed by Arizona utilities that recently had a rate case or have 
rate case proceeding pending: 
ompanv Federal Tax Lag Days State Tax Lag Davs Composite FederaYState Tax Lag Davs 
PS 60 62 
'west 80 18 
EP 42.41 

:oley Sb. at 4). 
WG 37 
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monthly recording of income taxes, because that is when the income earned gives rise to the tax 

liability (id. at 11). However, although Arizona Water may book. its tax liability month1 

payments are made quarterly (id.; Tr. at 975). The Company’s practice of using a service period of 

the month in which the tax liability accrues inaccurately presumes that a cash payment is being made 

when the expense is recorded each month, and not when the cash payment is actually made, on a 

quarterly basis (Coley Sb. at 5). Moreover, the Company’s tax liability is not based on revenues 

received in a monthly service period, or even a quarterly service period, but on annual revenues. 

RUCO’s witness points out that the Company’s 2.52 lag day calculation equates to a weekly payment 

period (Tr. at 987). 

The Company argues that because its lag day calculation was accepted in prior Arizona Water 

Decisions for the Northern and Eastern Group, it must again be adopted in this case, while Staff and 

RUCO recommend that the issue be reconsidered. RUCO and Staffs arguments are persuasive, and 

reconsideration is appropriate. We find, based on the evidence, that lag days should be calculated 

based not on the monthly service period when the Company records income tax liabilities, but on the 

annual service period upon which the Company’s tax liability is based; and should consider the time 

income taxes are due, which is quarterly, not monthly. As Staffs witness states, if the Company 

wishes to pay its taxes earlier than when required, it can certainly do so, but the negative cash flow 

consequences of this practice should not penalize ratepayers (see Ludders Sb. at 4). The fact that the 

Company records its tax liability on a monthly basis does not justify an excessive working capital 

allowance. We find that Staffs calculation of 37 lag days for both federal income taxes and state 

income taxes, which is based on quarterly tax payments and an annual service period provides an 

accurate and reasonable measure of an appropriate amount of cash working capital for Arizona 

Water’s Western Group, and will adopt it. 
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HI. ORIGINAL COST RATE BASE 

Based on the foregoing discussion, we adopt an adjusted original cost rate base (“OCRB”) for 

the Western Group of $23,254,087. By system, the OCRB is as follows: Casa Grande, $17,495,567; 

Coolidge, $2,713,030; White Tank, $1,898,133; Ajo, $837,088; and Stanfield, $3 10,269. 

[V. FAIR VALUE RATE BASE 

The Company did not submit reconstruction cost new less depreciation (“RCND”) schedules, 

,ut stipulated in its application to the use of its O C B  as its fair value rate base (“FVFU3”) 

:Application at 3). We therefore adopt $23,254,087 as the FVRB for Arizona Water’s Western 

3roup. By system, the FVRB is as follows: Casa Grande, $17,495,567; Coolidge, $2,713,030; 

White Tank, $1,898,133; Ajo, $837,088; and Stanfield, $310,269. 

V. OPERATING INCOME 

A. Revenue Annualization 

There is no dispute that an adjustment to the test year annualizing revenues and expenses to 

eecognize the effects of the number of customers served by the Western Group at the end of the test 

rear is appropriate. According to the Company, the test year end number of customers was 20,266, 

md during the test year, the Company served an average of 19,596 customers, a difference of 670 

:ustomers (Hubbard Dt. at 25). The Company compared the year-end number of customers to the 

lumber of customers at the beginning of the test year to calculate the average number of test year 

:ustomers (Tr. at 760). The Company’s calculation is based on the number of residential customers, 

is this class of customers constitutes 96 percent of the growth in customers in the Western Group 

id.). The Company bases its expense annualization adjustment on costs per customer for customer 

tccounts expense and transmission and distribution expenses (including operations and maintenance 

:osts), and on costs per gallon for source of supply, pumping and water treatment expenses (Hubbard 

tb. at 24). 
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While Staff adopted the Company’s revenue and expense annualization adjustment (Tr. at 

1238-1239, 1318-1320), RUCO proposed an alternative adjustment (Coley Dt. at 16-20). RUCO 

disagrees with the Company’s averaging methodology for determining test year growth, and prefers 

to calculate the difference between the number of customers at the beginning of the test year and the 

number at the end of the test year (id. at 16). RUCO’s calculation is based on all customer classes 

rather than residential customers (Tr. at 998). RUCO’s proposed adjustment does not include 

transmission and distribution expense (id. at 1 8), and includes only operations expense associated 

with water treatment expense, while excluding maintenance expense. RUCO based its determination 

that transmission and distribution expenses item is not impacted by a change in customer levels on a 

regression analysis it performed based on data from 1992-1999 for Arizona Water’s Northern Group 

:ase (id. at 18, Hubbard Rj. at 11). RUCO later performed an updated regression analysis using 

1999-2003 data and determined that transmission and distribution expenses are affected by customer 

gowth, but did not update its proposed annualization adjustment accordingly (Tr. at 996-998, 1000- 

1001). 

In comparing the annualization adjustments proposed by the Company and RUCO, we find 

hat while neither methodology is perfect, the Company’s proposed adjustment provides the more 

.easonable estimate of the effects of customer growth on test year revenues and expenses. The 

:ompany’s annualization adjustment properly uses residential customer growth, which represents the 

yeat majority of growth in the Western Group, whereas RUCO’s use of growth in all customer 

:lasses results in an overstatement of test year revenue, as we explained in the Eastern Group 

Iecision. In addition, RUCO’s omission of transmission and distribution expenses and water 

reatment maintenance expenses from its annualization methodology results in an understatement of 

xpenses, and RUCO chose not to update its estimates when it determined that transmission and 

iistribution expenses should have been included. While RUCO is critical of Arizona Water’s 
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methodology using the average number of test year customers to measure growth, Staff accepted the 

Company’s methodology using the test year average number of customers because it is common11 

:mployed by water utilities and is one of many acceptable methods (Tr. at 1318-1320). Staff z 

witness stated, however, that RUCO’s growth determination methodology may be preferable. Whik 

we accept the Company’s methodology in this case, as we did in the Eastern Group case, we expeci 

he Company to use end of test year customer counts in its next rate case for annualization purposes. 

The annualization adjustment proposed by the Company and adopted by Staff is reasonable and will 

)e adopted in this proceeding. 

B. Purchased Power Expense 

RUCO proposed a pro forma adjustment to the Company’s purchased power expense for all 

ive systems that takes into consideration both APS’ recent rate increase and RUCO’s 

ecommendation to eliminate Arizona Water’s purchased power adjustor mechanism (Ri sby Dt. at 

!7). RUCO’s adjustment would increase the Company’s test year costs for APS power by 3.5 

iercent across the board, for an overall increase for the Western Group of $16,361 (id., Sched. WAR- 

< 

2; Coley Dt. Sched. TJC-12). On rebuttal, h z o n a  Water stated that the new APS rate design is 

nore complex than the design in effect during the test year, and that it needed additional time to 

nsure accurate application of the new rates (Hubbard Rb. at 21-22). In its rejoinder testimony, 

Lrizona Water proposed a pro forma adjustment increasing its test year purchased power expense for 

he Western Group systems by a total of $22,779 (Hubbard Rj. at 8, 9).7 Arizona Water’s witness 

tated that RUCO’s pro forma adjustments did not incorporate APS’ Rate E-221 change, but instead 

pplied the APS’ 3.5 percent rate increase for Rate E-32 to all of the Company’s test year purchased 

ower expense (id. at 9). Ms. Hubbard explained that the Company’s proposed adjustment 

3y system, the Company’s proposed adjustment would increase purchased power expense for the Ajo system by $58; for 
tanfield by $647; for Coolidge by $1,861; for Casa Grande by $24,540; and would decrease purchased power expense 
)r White Tank by $4,327 (Hubbard Rj. at 9). 
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incorporates tke effects of the APS rate increase under both tariffs Rate E-221 and Rate E-32, and is 

based on the Company’s test year power usage patterns under e applicable tariff (id.). 

At the hearing, RUCO’s witness proposed changes to its pro forma adjustment resulting from 

its application of a 3.5 percent increase to the Company’s test year billed E-32 rates and a 5 percent 

increase to the Company’s test year billed E-221 rates (Tr. at 1034-1036, 1041). RUCO’s revised pro 

forma adjustment calls for a total system-wide increase in purchased power expense of $22,755 (id. 

md Scheds. WAR-12; TJC-12).* RUCO argues on brief that its adjustment should be adopted 

Decause the Company’s adjustment lacks foundation and there is no basis in the record to support a 

Ending that it is a correct adjustment (RUCO Reply Br. at 6). We disagree. As Arizona Water’s 

witness Hubbard explained, the new APS rate design is more complex than the design in effect 

luring the test year (Hubbard Rb. at 21-22), and one of the new APS tariffs has been modified from 

.he design in effect during the test year from a kilowatt hour rate basis to a demand charge on a per 

tW basis, and depending on a specific facilities’ usage, the new tariff might put the facility into the 

iemand component where it would have been billed on a kilowatt hour basis during the test year (Tr. 

it 820). Arizona Water’s adjustment is based on a review of the new tariffs’ effects by an Arizona 

Nater employee responsible for reviewing its APS power bills on a monthly basis (Tr. at 819). We 

ind that the Company’s pro forma adjustment is supported by the evidence, and that it is reasonable 

o adjust the Company’s purchased power expense accordingly, based on these known and 

neasurable changes to test year expenses. The Company’s pro forma adjustment will therefore be 

idopted. 

C. 

As stated above, Arizona Water’s application included a pro forma adjustment to purchased 

CAP M&I Capital Charges-Related Expense 

By system, RUCO’s proposed adjustment would increase purchased power expense for the Ajo system by $10; ; for 
,tanfield by $873; for Coolidge by $1,835; for Casa Grande by $16,897; and for White Tank by $3,140 (Tr. at 1034-1036 
nd Scheds. WAR-12; TJC-12). 
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water expense and a pro forma adjustment to test year depreciation and amortization expense to 

reflect ongoing CAP M&I capital charges and the amortization of deferred CAP M&I capital charges 

for the Casa Grande, Coolidge, and White Tank systems. Since the Company is being authorized to 

recover the ongoing and deferred CAP M&I charges via the CAP Hook-Up Fee tariff approved 

herein as discussed above, these pro forma adjustments will not be adopted. 

D. Rate Case Expense 

Arizona Water’s application included an estimate of $253,550 in rate case expense, amortized 

over three years (Hubbard Dt. at 31), and the application proposed to update its request for recovery 

of rate case expense at the reply brief stage of this proceeding (id. at 25). The Company did not, 

however, increase its request. RUCO does not propose an adjustment to rate case expense, but 

recommends against approval of expense beyond the Company’s original estimate of $253,550, 

based on the complexity of this proceeding, the number of systems involved, and a comparison to 

other cases (RUCO Reply Br. at 11). RUCO states that this case involves fewer divisions than the 

prior Northern Group and Eastern Group cases, in which allowed rate case expense was $217,000 and 

$250,000 respectively (id.).’ Staff recommends rate case expense of $225,000 (Ludders Dt. at 11). 

Staff asserts that the Western Group is smaller than the Eastern Group and that the Eastern Group 

case had a contentious issue not present in this proceeding (Staff Reply Br. at 10). 

It is undisputed that the Western Group is smaller than the Eastern Group in that it has less 

rate base, less revenue, less operating expenses, and fewer systems (see Tr. at 798-799). As the 

Company points out, while the Eastern Group proceeding and this proceeding are comparable, this 

proceeding also had a complex issue, the CAP cost recovery mechanism, that was not present in the 

Eastern Group case, and this case involved more substantial participation by the City of Casa Grande 

than did the Eastern Group case. Based on the complexity of this proceeding, the number of systems 

The Northern Group case involved five systems, and the Eastern Group case involved eight systems. 9 
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involved, and a comparison to other cases, we find that it is reasonable to allow rate case expense of 

$250,000 in this case, amortized over three years. 

E. Property Tax Expense 

The methodology used by the Company and Staff to estimate property tax expense, which is 

to use adjusted test year revenues and the projected revenues under the newly approved rates as 

inputs to the ADOR assessment formula, is the same methodology adopted in numerous prior cases 

over the objections of RUCO." RUCO proposes, as it has many times before, to instead use 

revenues from the test year and the two years prior to the test year to calculate property tax expense 

(Tr. at 1003). RUCO has not demonstrated a basis for departure from our prior determinations on 

this issue. RUCO's argument regarding regulatory lag (RUCO Br. at 14, RUCO Reply Br. at 7-8) 

has been advanced and rejected (see Rio Rico Utilities, Decision No. 67279 (October 5, 2004)). 

Regulatory lag is inherent to the regulatory process, working sometimes to the benefit of ratepayers 

and sometimes to the benefit of shareholders. Its existence does not provide a justification for 

understating a utility's property tax expense. RUCO's calculation methodology, which uses only 

historical revenues, unfairly and unreasonably understates property tax expense, and is therefore 

inappropriate for ratemaking purposes. The Company and Staffs calculation for property tax 

expense yields the best estimate of Anzona Water's property tax expense for the period in which new 

rates will be in effect. 

Based on the revenue requirement we adopt herein, and utilizing the methodology adopted by 

the Commission in our prior Decisions, an allowance will be made for property tax expense in the 

mount of $768,963 on for the Western Group systems. This figure includes an estimation of the 

E.g., Chaparral City Water, Decision No. 68 176 (September 30, 2005) (finding that RUCO's calculation methodology, 
which uses only historical revenues, unfairly and unreasonably understates property tax expense, and is therefore 
inappropriate for ratemaking purposes); Rio Rico Utilities, Decision No. 67279 (October 5, 2004) (finding that use of only 
iistoric revenues understates the expense level); Arizona American Water Company, Decision No. 67093 (June 30, 2004); 
!?ella Vista Water Company, Decision No. 65350 (November 1, 2002); Arizona Water Company, Decision No. 64282 
:December 28,2001). RUCO has not appealed any of these Decisions. 

IO 
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effects of recently enacted Arizona House Bill 2779, which will gradually lower the assessment ratic 

for Class 1 properties, such as utility property, from 25 percent to 20 percent over a ten year period 

by means of a reduction in the assessment ratio of X! percent a year. By system, property tak 

allowance is as follows: Casa Grande, $583,331; Coolidge, $104,176; White Tank, $46,367; Ajo 

$24,552; and Stanfield, $10,537. 

Because an allowance for the property tax expense of Arizona Water is included in the 

Company’s rates and will be collected from its customers, the Commission seeks assurances from the 

Company that any taxes collected from ratepayers have been remitted to the appropriate taxing 

mthority. It has come to the Commission’s attention that a number of water companies have been 

inwilling or unable to fulfill their obligation to pay the taxes that were collected from ratepayers, 

;ome for as many as twenty years. It is reasonable, therefore, that as a preventive measure Arizona 

Water annually file, as part of its annual report, an affidavit with the Utilities Division attesting that 

he Company is current in paying its property taxes in Arizona. 

F. Statement of Operating Income 

Arizona Water’s adjusted Western Group test year operating revenues were $10,675,355. In 

tccordance with the discussion herein, the Company’s adjusted test year Western Group operating 

txpenses for ratemaking purposes total $8,704,066 for an adjusted Western Group test year net 

lperating income of $1,97 1,289. 

By system, Arizona Water’s adjusted Casa Grande test year operating revenues were 

;7,921,38 1 , and adjusted test year operating expenses for ratemaking purposes were $6,419,127, for 

in adjusted Casa Grande system test year adjusted net operating income of $1,502,254. 

Arizona Water’s adjusted Coolidge test year operating revenues were $1,427,285, and 

tdjusted test year operating expenses for ratemaking purposes were $1 , 191,676, for an adjusted 

:oolidge system test year net operating income of $235,609. 
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Arizona Water’s adjusted White Tank test year operating revenues were $783,483, and 

adjusted test year operating expenses for ratemaking purposes were $61 1,901, for an adjusted White 

Tank system test year net operating income of $17 1,582. 

Arizona Water’s adjusted Ajo test year operating revenues were $412,203, and adjusted test 

year operating expenses for ratemaking purposes were $375,293, for an adjusted Ajo system test year 

net operating income of $36,910. 

Arizona Water’s adjusted Stanfield test year operating revenues were $13 1,003, and adjusted 

test year operating expenses for ratemaking purposes were $106,069, for an adjusted Stanfield system 

test year net operating income of $24,934. 

VI. COST OF CAPITAL 

Arizona Water, Staff and RUCO presented cost of capital analyses for purposes of 

letermining a fair value rate of return in this proceeding. Arizona Water proposes a cost of capital 

ind rate of return of 10.50 percent; Staff recommends 8.9 percent; and RUCO recommends 9.17 

3ercent. 

A. Capital Structure and Cost of Debt 

1. Capital Structure 

The parties are in agreement that Arizona Water’s company-wide capital structure as of 

lecember 31, 2003 should be used to determine the Company’s weighted cost of capital, as follows 

Hrg. Exhibit A-17; Ramirez Dt. at 6; Rigsby Dt. at 41): 

Long Term Debt $22,200,000 26.6% 
Common Equity 61.1 16,374 73.4% 
Total Capital $ 83,316,374 100% 

2. Cost of Debt 

The parties also agree that the Company’s cost of long term debt is 8.4 percent, which results 

n a weighted cost of debt of 2.2 percent (id.). 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. W-01445A-04-065G 

B. Cost of Equity 

While the cost of debt can be determined from fixed cost rates, the cost of equity component 

3f the Company’s capital structure can only be estimated. Staff advocates a cost of equity of 9.1 

3ercent and RUCO advocates a cost of equity of 9.44 percent, based on the analyses of their 

witnesses. Arizona Water advocates a return on equity of 11.25 (Zepp Rj. at 4) which includes a 

ninimum 50 basis point risk premium (Zepp Rb. at 3-5). 

Arizona Water’s cost of capital expert witness Zepp prepared estimates of the cost of equity 

lased on the discounted cash flow (“DCF”) 1-step (constant growth) and 2-step (multi-stage growth) 

nodels used by the Federal Energy Regulatory Commission (“FERC”). The DCF method of 

stimating the cost of capital is based on the theory that the present value of a stock is equal to the 

)resent value of all expected future dividends or cash flows. The constant growth DCF model 

issumes that a company will grow at the same rate indefinitely, while the non-constant growth DCF 

node1 does not assume that dividends grow at a constant rate over time. The constant-growth DCF 

ormula includes three variables used to estimate the cost of equity: 1) the expected annual dividend; 

!) the current stock price; and 3) the expected infinite annual growth rate of dividends (“dividend 

rowth rate”). The constant-growth DCF model calculates a dividend yield by dividing the expected 

nnual dividend by the current stock price, and then adds the resulting dividend yield to the expected 

nfinite annual growth rate of dividends. The multi-stage growth DCF model assumes investors 

xpect different rates of growth in the initial period and subsequent period. Dr. Zepp’s equity 

stimates are also based on the risk premium method used by the California Public Utility 

:ommission staff (“CPUC staff ’). The updated equity cost estimates presented in Zepp’s rejoinder 

Zstimony using these approaches are 10.2 percent using the FERC 2-step DCF model (Zepp Rj. 

’able 4), 10.4 percent using the FERC 1-step DCF model (Zepp Rj. Table 3), 10.5 percent using the 

:PUC staff risk premium methodology, and 10.9 percent using his modification of the CPUC staff 

31 DECISION NO. 68302 31 DECISION NO. 68302 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

, 

DOCKET NO. W-O1445A-04-0658 

risk premium methodology (Zepp Rj. at 8, Tables 5-7), based on the six publicly-traded waterutilities 

included in the sample group.” Dr. Zepp disagrees with the CPUC staff methodology’s use of 

realized returns on equity as equity cost proxies, based on his belief that they might understate the 

cost of equity (Zepp Rj. at 8-9). 

Dr. Zepp also “restated” the analyses of Staff witness Ramirez and RUCO witness Rigsby 

using his preferred inputs from the information provided in these witnesses’ testimony, schedules and 

workpapers, to reach differing equity cost estimates. In rebuttal testimony, Dr. Zepp used the FERC 

1-step and 2-step DCF models using prices, dividends and long-term growth rates chosen from Staff 

witness Ramirez’ workpapers and schedules, and reached an equity cost estimate of 11.2 percent to 

11.5 percent. (Zepp Rb. at 12-14 and Tables 5 and 6) .  Dr. Zepp also restated Mr. Ramirez’ constant 

growth and multi-stage DCF models using different inputs and produced an average cost of equity 

estimate of 10.9 percent (Zepp Rb. at 18-20 and Tables 7-10), and restated Mr. Ramirez’ capital asset 

pricing model (“CAPM’) estimate using long-term instead of intermediate-term Treasury rates and 

Dr. Zepp’s preferred methodology for estimating the current market risk premium, reaching an 

estimate of 11.1 percent (Zepp Rb. at 20-26). Dr. Zepp’s rebuttal restatements of Staff witness 

Ramirez’ cost of equity estimates resulted in an average of 10.6 percent (Zepp Rb. Table 12). In 

rejoinder testimony, Dr. Zepp again restated Staff witness Ramirez’ constant growth and multi-stage 

growth DCF model estimates, and Ramirez’ CAPM estimates, using information from Ramirez’ 

testimony and workpapers. These restatements of Staff witness Ramirez’ cost of equity estimates 

were as follows: constant growth DCF, 10.5 percent (Zepp Rj at 12 and Table 11); multi-stage 

growth DCF, 9.9 percent; and CAPM, 10.1 percent (Zepp Rj. at 16, 18 and Table 11). Dr. Zepp also 

The Company and Staff used the same six publicly-traded water utilities as proxies in their analyses: American States 
flater, Aqua America, California Water Service, Connecticut Water Services, Middlesex Water Company and SJW Coy .  
WCO used the three largest publicly-traded water utilities in this group in its analysis: American States Water, Aqua 
4merica and California Water Service. These companies represent the water utilities that are currently analyzed by the 
The Value Line Investment Survey Small and Mid Cap Edition and The Value Line Investment Survey (“Value Line”). 

I 
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restated RUCO witness Rigsby’s constant growth DCF model cost of equity estimate in two different 

ways based on Mr. Rigsby’s data but using Dr. Zepp’s preferred inputs, and produced equity cost 

sstimates ranging from 10.3 percent to 11.0 percent (Zepp Rj. 29-3 1 and Table 11). 

Arizona Water criticizes Staffs constant growth and multi-stage DCF estimates, asserting that 

hey understate the cost of equity because they used spot stock prices to compute the dividend yield; 

Zave 50 percent weight to historic growth rates; used geometric averages instead of arithmetic 

werages to determine forward-looking estimates of growth from past growth in dividends per share 

:,‘DPS’,) and earnings per share (“EPS”); and while Staff used 50 percent-weighted forward-looking 

growth estimates in its constant-growth DCF model estimate, it did not use forward-looking growth 

:stirnates in its multi-stage DCF model. Regarding Staffs CAPM estimates, Arizona Water claims 

hat they are also too low due to the inputs Staff chose. The Company disagrees with Staffs use of 

he betas estimated by Value Line for the six water utilities in the sample group to compute an 

tverage beta12 of 0.68; Staffs use of the average yield on intermediate-term (ie., five-year, seven- 

/ear, and ten-year) Treasury securities as the risk-free rate while using the long-term Treasury rate to 

:stimate the market risk premium; and Staffs use of the DCF model to estimate the current market 

isk premium. Arizona Water argues that it is a more risky investment than the sample utilities, and 

ts beta would therefore be closer to 1.0, which would result in a higher equity cost estimate, and that 

;taff s CAPM estimate does not properly take into account empirical studies that indicate the risk- 

iee rate is higher than the rate on long-term Treasury bonds for low beta stocks like the sample water 

itilities. Dr. Zepp believes that the risk premium method used by the CPUC staff is preferable to the 

XPM, because the CPUC staff method directly estimates a risk premium by comparing authorized 

md actual returns on equity (although he disagrees with this method’s use of realized returns, see 

!epp Rj. at 8-9) with the current yield of investment grade bonds or other debt instruments (Zepp Dt. 

* Beta measures the systematic risk of a company. The market’s beta is 1 .O; therefore, a security with a beta higher than 
.O is riskier than the market, and a security with a beta lower than 1 .O is less risky than the market. 
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made, which Dr. Zepp believes leads to a higher likelihood of error (Zepp Dt. at 5,34). 

Arizona Water claims that at least 50 basis points must be added to its cost of equity estimates 

to account for additional risk it believes is related to the rate-setting system in Arizona which the 

Company believes are not faced by the water utilities in the sample group, such as Arizona's use of 

an historic test year with limited adjustments for post-test year changes; elimination of adjustment 

mechanisms; recovery of CAP-related costs; arsenic cost recovery; and revenue instability caused by 

inverted-tier rate designs. The Company claims its proposed risk adjustment is supported by the fact 

that while five of the six utilities in the sample group have bond ratings of A or higher, Arizona 

Water's most recent bond issue had a cost of debt 37 basis points above the cost of A-rated bonds and 

49 basis points above AA-rated bonds. 

Staffs witness Ramirez prepared his 9.1 percent estimate of the cost of equity using a 

constant growth DCF model, a multi-stage, or non-constant growth DCF model, and a CAPM 

analysis. To calculate dividend yield in its constant-growth DCF calculation, Staff divided the 

expected annual dividend as forecasted by Value Line by the spot stock price on May 11, 2005 

(Ramirez Sb. at 2). Staff used a spot stock price, rather than a historical average of stock prices, in 

order to be consistent with the efficient markets hypothesis of finance theory, which holds that the 

current stock price includes investors' expectations of future returns and is the best indicator of those 

cxpe~tations.'~ Staff then added the resulting dividend yield to its estimate of a dividend growth rate. 

To reach its dividend growth rate determination, Staff used a combination of historical and 

xojected DPS growth provided by Value Line, and also examined historical and projected growth in 

EPS and intrinsic growth (Ramirez Dt. at 16). Staffs analysis yielded an average of projected and 

Ramirez Dt. at 2. Use of spot market price has been adopted in recent Commission Decisions, including Chaparral 
City Water Company, Decision No. 68176 (September 30, 2005), Arizona Water Company, Decision No. 66849 (March 
19,2004), and Arizona-American Water Company, Decision No. 67093 (June 30,2004). 

13 

34 DECISION NO. 68302 



I 

L 

- 
L 

c - 
t 
r 

I 

E 

9 

1c 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. W-O1445A-04-0650 

historic growth rates of 5.8 percent (Ramirez Sb. Sched. AXR-6), which it added to Staffs dividend 

yield calculation of 3.0 percent, producing Staffs constant growth DCF estimate of 8.8 percent 

(Ramirez Sb. Sched. AXR-8). Staffs multi-stage DCF model incorporates both a near-term growth 

rate and a long-term growth rate to account for the assumption that investors expect dividends to 

grow at a non-constant rate in the near term (stage 1 growth) and then to grow at a constant rate in the 

long term (stage 2 growth) (Ramirez Dt. at 23-34). To calculate its stage 1 growth, Staff forecasted 

four years of dividends for each of the utilities in the sample group using expected dividends over the 

next twelve months for the first year and Value Line’s projected DPS growth rate for the subsequent 

years (Ramirez Dt. at 25; Sb. Sched. AXR-7). To estimate its stage 2 growth, Staff used the 6.5 

2ercent rate of GDP growth from 1929 to 2004 because this historical growth rate assumes that the 

water utility industry is expected to grow neither faster nor slower than the overall economy (Ramirez 

It .  at 25). Staff reached a multi-stage DCF estimate of 9.3 percent (Ramirez Sb. Sched. AXR-7). 

Staff calculated its overall DCF estimate of 9.0 percent by averaging the results of its constant growth 

ind multi-stage DCF estimates (id.). 

Staff also performed a CAPM analysis on the sample water utilities used in Arizona Water’s 

md Staffs DCF analyses. Mathematically represented, the CAPM formula states that the expected 

.eturn on a risky asset is equal to the prevailing risk-free interest rate plus the market risk premium 

which is adjusted for the riskiness (beta) of the investment relative to the market. Averaging the 

{ields on five, seven and ten year Treasury notes according to the March 24, 2005 edition of The 

Val1 Street Journal, Staff estimated the risk-free rate to be 4.45 percent (Ramirez Dt. at 27), and 

xtimated Anzona Water’s beta to be 0.68 by averaging the Value Line betas of the sample water 

itilities (id.). Staffs CAPM analysis used a historical market risk premium estimate, reaching an 

:stimate of 9.1 percent, and a current market risk premium estimate, reaching an estimate of 9.3 

)ercent, to reach its overall CAPM estimate of 9.2 percent (id. at 28-29; Ramirez Sb. Sched. AXR-8). 
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Based on its DCF and CAPM estimates, Staff recommends a cost of equity of 9.1 percent. Staffs 

cost of capital estimate does not include a leverage adjustment (Ramirez Sb. at 1-2)’ but Staff 

recommends that if a higher cost of equity is adopted, a leverage adjustment should also be adopted 

to account for Arizona Water’s low level of debt as compared to the sample group of utilities. 

RUCO reached its 9.44 percent recommended cost of common equity based on the DCF 

analysis performed by its witness Mr. Rigsby (Rigsby Cost of Capital Dt. at 27; Rigsby Sb. at 27). 

Mr. Rigsby derived his growth estimates for his DCF calculation from both historical data and 

analysts’ projections. The proxy companies Mr. Rigsby used for his sample group include three of 

the six companies in the sample group used by the Company and Staff. Mr. Rigsby did not include 

the other three companies in his proxy group because Value Line does not provide the same type of 

long-term estimates on ROE and share growth it provides for the three larger companies he used 

(Rigsby Cost of Capital Dt. at 18). RUCO believes its recommended 9.44 percent cost of common 

equity is appropriate given the current environment of low inflation and low interest rates, and points 

out that it made no downward adjustment to its DCF model results to account for the fact that the 

Company’s capital structure of 73 percent common equity and 27 percent debt is less leveraged than 

the capital structure of the publicly traded water providers, which averaged 56 percent equity and 44 

percent debt, 

We believe that Staffs analysis is based on sound economic principles, and has produced a 

cost of equity estimate that represents a fair and reasonable estimate of Arizona Water’s cost of 

equity for purposes of this proceeding, and which will produce a return commensurate with returns 

3n investment in other enterprises with risk corresponding to that of the Company. While Arizona 

I Water finds fault with Staffs analysis, the Company’s analysis has several weaknesses. 

The Company’s DCF estimates varied significantly from Staff and RUCO’s estimates due 

primarily to differences in its dividend growth estimation. We note that while the Company 
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xiticized Staff and RUCO for choosing inputs that “depressed” their cost of equity estimates, the 

2ompany’s choices resulted in higher cost of equity estimates. Relying solely on analysts’ forecasts 

if the short-term growth rate of the water industry produces less reasonable estimates than does 

iveraging historical growth rates with growth rate forecasts, because analysts’ forecasts are known tc 

)e optimistic. DPS and past EPS growth are indicators investors would consider in estimating 

powth, as Arizona Water’s witness Zepp has testified (see Ramirez Dt. at 47; Sb. at 18). We are no1 

:onvinced that the methodology FERC uses to estimate cost of capital for the interstate gas and 

:lectric companies it regulates is appropriately applied to monopoly water utilities. The FERC DCF 

nulti-stage analysis advocated by the Company relies more heavily on analysts’ forecasts than on 

3DP growth, which is based on empirical evidence as opposed to conjecture. While Dr. Zepp 

riticizes Staffs use of the geometric average, and not the arithmetic average, of GDP growth, we 

ind Staffs use of the geometric average to be appropriate because it provides a better representation 

if long-term performance. We find that Staffs DCF methodology provides a more reasonable cost 

if equity estimate than the Company’s. 

In estimating its cost of equity, Arizona Water relied on a risk premium analysis methodology 

ised by the CPUC staff, which uses comparisons to actual or authorized returns on equity. This sort 

If “comparable earnings” analysis has long been discredited for several reasons, one of them being 

he circularity of setting returns based on the returns set in other regulatory proceedings. Market- 

lased methods like the DCF model and the CAPM provide more reliable estimates of equity cost, 

lecause it is capital markets, and not regulatory commissions, that determine the cost of equity. Use 

If the risk premium analysis urged by the Company would circumvent the market forces that 

zgulation attempts, as much as possible, to replicate. The Arizona Court of Appeals has strongly 

riticized the use of utilities as the sample group in a comparable earnings ana1y~is.l~ The risk 

‘ See Sun City Water Co. v. Arizona Carp. Comm ’n, 26 Ariz. 464, 556 P.2d 1 126 (1 976). 

37 DECISION NO. 68302 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. W-01445A-04-0650 

xemium analysis methodology ‘erroneously assumes that accounting-based tual” ROES are equal 

,o the cost of equity. Although certain ROEs may have been allowed in prior regulatory decisions, 

.his Commission cannot rely on previously authorized ROEs because it cannot know the particulars 

iehind each case, or cross-examine witnesses even if the particulars were known, to determine their 

-elevance to h z o n a  Water. 

We believe Staffs CAPM analysis, which includes a risk variable, is a reasonable means of 

:stimating Arizona Water’s cost of equity in this case and is preferable to the Company’s proposed 

isk premium methodology recommendation. The Company’s restatement of Staffs CAPM uses 

%recasts of long-term Treasury securities as its risk-free rate, as opposed to intermediate Treasury 

securities, but fails to subtract out the liquidity risk premium long-term Treasuries include, resulting 

n upwardly biased estimates. While the Company argues that its beta should not be the same as the 

iverage of the sample water utility company group, Arizona Water and the sample water companies 

ue in the same business and should have on average the same systematic risk. Unique risk does not 

iffect the cost of equity, because firm-specific risk can be eliminated through shareholder 

liversification. Staffs assumption that all water companies have similar betas is therefore 

,easonable. Arizona Water also argues that Staffs CAPM inputs must be flawed, because although 

nterest rates have gone up since the Eastern Group case, Staffs CAPM estimate remains the same in 

his case. This argument ignores the fact that while interest rates have gone up, the cost of equity for 

he market as a whole has decreased, while the cost of equity for utilities has remained relatively 

table. Staff states that while its witness in the Eastern Group case estimated an overall market risk 

,remiurn at 13.1 percent, its current estimate is 7.8 percent (compare Schedule JMR-18 in Docket 

\To. W-O1445A-02-0619 (Eastern Group Decision docket) with Ramirez Sb. Sched. AXR-8)’ and this 

elative change in the risks of utilities as compared to the overall market is reflected in Staffs 

ncreased beta estimate, from 0.59 in the Eastern Group case to 0.68 in this case. 
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We agree with Staff that the cost of equity estimates reached by Staffs analysis do not require 

a downward risk adjustment in this case to account for the Company’s equity-rich capital structure 

and accompanying reduced business risk. The record in this proceeding likewise does not support the 

50 basis point or greater upward adjustment to equity cost advocated by Arizona Water. The 

Company’s assumption that the spread between the costs of its last corporate bond issue and A- 

rated/AA-rated bonds is due to business risk, and therefore justifies an adjustment to its cost of 

equity, is unreasonable. The Company was successfbl in its bond placement. As Staff points out, the 

liquidity risk and business risk that are contained in corporate bonds do not affect a Company’s cost 

3f equity (Ramirez Sb. at 19-20). The Company submitted no data on the ratemaking systems of 

3ther states or the arsenic risks of other companies, or any other data demonstrating that the 

-atemalung system in Arizona contributes to greater business risk for Arizona Water than the sample 

youp of water utilities. There is no precedent for recognizing a risk adjustment because the law 

mequires use of a historical test year. Indeed, this Decision approves a recovery mechanism for the 

Western Group’s deferred CAP M&I capital charges, despite the fact that the CAP water is not yet 

ised and useful. For the reasons stated in the rate design discussion below, the implementation of 

:onservation-oriented rate design likewise does not justify an upward adjustment to the Company’s 

:ost of equity. The risks associated with arsenic treatment costs have been mitigated by approval of 

in arsenic cost recovery mechanism (“ACRM”) for the Company’s Northern Group, Eastern Group, 

ind in this case, Western Group systems which enables the Company to seek expedited approval of 

:apital costs and a significant portion of operating costs associated with arsenic treatment for its 

iffected systems. For the above reasons, we will not adopt any specific adjustments to the 9.1 

Iercent cost of equity determined by Staffs analysis. 

. .  

. .  
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C. Cost of Capital Summary 

Percentape Cost Weighted Cost 
Long-Term Debt 26.6% 8.4% 2.2% 
Common Equity 73.4% 6.7% 
Weighted Average 
Cost of Capital 8.9% 

VII. AUTHORIZED INCREASE/DECREASE 

With the adjustments adopted herein, the adjusted test year operating income is $1,971,289. 

Multiplying the Western Group’s FVRB by the fair value rate of return produces a required operating 

ncome of $2,069,613 on a total Western Group basis. This is $98,324 more than the adjusted test 

year income under existing rates. The required increase in gross annual revenues for the Western 

3oup is $160,510, or 1.50 percent. By system, the required increase in gross annual revenues is as 

; White Tank, ($4,323); Ajo, $61,365; and 

VIII. RATE DESIGN 

bllows: 

Stanfield, $4,375. 

Casa Grande, $89,542; Coolidge, $9,55 

Arizona Water’s application included a rate design similar to its current rate design, which 

ncludes a monthly minimum charge based on meter size and a single tier commodity rate for all 

;allons sold. As outlined in Section 1.A above, Staff asked that the Company instead provide a three- 

ier inverted block rate design. Arizona Water chose not to propose an alternative three-tier rate 

lesign, but to advocate for the adoption of the single-tier commodity rate design included in its 

ipplication. The Company’s proposal differs from its current rate design in that it eliminates the 

,000 gallons of water currently included in the minimum monthly rate. 

RUCO, Casa Grande, and Staff all oppose Arizona Water’s proposed single-tier rate design. 

Casa Grande opposes the Company’s proposed rate design, because with the exception of the 

ncrease it would place on 8-inch meter sizes, it would place the highest percentage rate increase on 

48 x 3/4-inch users and the Company has provided no supporting rationale for this effect (Co. Br. at 
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28). Casa Grande supports Staffs proposed three-tier inverted rate design because it makes watei 

more affordable to the smallest, typically residential users (id. at 28-29), and because use of ar 

inverted block rate design promotes the Commission’s policy of encouraging conservation b j  

sending the proper price signal (City Reply Br. at 15). In response to Arizona Water’s argument thai 

Staffs proposed rate design could affect the Company’s opportunity to earn the authorized rate oj 

return, Casa Grande asserts that because Arizona Water has not offered a current cost of service study 

or any reliable evidence demonstrating that the Company will lose revenue due to use of an inverted 

tier rate design (City Br. at 28), the Company is merely speculating on how water users might 

respond to an inverted tier rate structure (City Br. at 28, citing to Tr. at 601-610; 657-663). Casa 

3rande asserts that the Company’s 1990 cost of service study is no longer current and accurate, due 

.o changes in the Casa Grande system (City Br. at 28; Tr. at 852). 

RUCO recommends a two-tier inverted block rate design structure with a breakover point at 

$,OOO gallons, which is approximately 6,095 gallons below the average level of consumption for the 

j/8 x 3/4-inch meter size for all five systems (Coley Dt. at 24, 26). RUCO set the breakover point at 

his level so that customers on each of the five systems will experience a price signal as their 

:onsumption rises (Coley Dt. at 26). RUCO believes that its rate design, which does not discriminate 

letween class or meter size, is fair because each customer pays the same commodity rate for the same 

eve1 of usage (RUCO Br. at 17). 

Staff proposes a rate design that includes three tiers of commodity rates for residential 5/8 x 

V4-inch meter sizes and two tiers for all other meter sizes. For the 5/8 x 3/4-inch residential meter 

izes, breakover points are 3,000 gallons and 10,000 gallons, and larger meter sizes have increasingly 

y-eater breakover points, recognizing their greater demand. Like the Company, Staff proposed 

emoving the 1,000 gallons currently included in the Company’s minimum monthly charges. Under 

he rate design Staff proposed, a residential customer using no more than 3,000 gallons of water 
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monthly would experience a lower increase o current rates than heavier-usage customers whose 

monthly usage falls in the third tier. Due to the minimal revenue increases required by most of the 

Western Group systems in this case, implementation of a conservation-oriented three-tier rate design 

requires minimal rate decreases for most median and average usage customers, whose usage falls in 

the second tier.” Generally however, customers with usage falling in the third tier, with usage over 

15,000 gallons, will experience percentage rate increases that are greater than the percentage revenue 

increases authorized in this Decision.16 Staff states that the lower prices for the first two tiers are 

necessary in order to send a price signal to heavier water users in order to meet the long-term goal of 

encouraging conservation (Staff Reply Br. at 3). Staff argues that its rate design should be adopted in 

this case because it takes seriously the State’s important policy goal of encouraging conservation in 

the long term, and is consistent with recent Commission decisions approving inverted tier rate 

structures for the purpose of sending appropriate price signals to heavier users (Staff Br. at 1). 

Arizona Water opposes Staffs proposed rate design, and asserts that Staff did not evaluate the 

impact of the rate design on consumption (Kennedy Rb. 14-15). The Company protests that Staffs 

rate design shifts recovery of its revenue requirement into the third-tier commodity rate block, and 

that this will make it likely that the Company will be unable to earn its authorized rate of return (Co. 

Br. at 65-66). Arizona Water disagrees even more with RUCO’s rate design because it applies the 

same breakover points to all meter sizes and would therefore have a greater impact on customers 

served by large meter sizes (Co. Br. at 69). The Company claims that Staffs proposed rate design 

would cause future water use to decrease in response to price increases (Kennedy Rb. at 17-1 9) based 

in the Company’s study of the effects of imposition of a three-tier inverted block rate design in its 

An exception is the Ajo system, which requires a more substantial revenue increase due the increased costs of the 
Zompany’s supply costs from Ajo Improvement Company (“AIC”), the source of the Company’s water supply for the 
\jo system. 

The one exception is in the White Tank system, which is receiving a revenue decrease. For White Tank system 
xstomers, rate increases will nonetheless appear on bills with usage between 20,000 and 25,000 gallons and on all bills 
Nith usage exceeding 25,000 gallons. 
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Eastem Group systems, which it believes demonstrated such an effect (Kennedy Rb. Exh. RJK-R4). 

We do not find Arizona Water’s analysis of reduction in customer consumption in the Company’s 

:astern Group systems to be definitive. The proffered analysis does not appear to consider numerous 

gctors in addition to rate design that may affect the specific water use of customers, including but not 

imited to precipitation levels and growth. Importantly, the Company did not claim, in connection 

vith the presentation of its Eastern Group elasticity study, that the Eastern Group systems were not 

:aming their authorized rate of return. Although the Company claims that inverted-block rates create 

evenue instability and will likely lead to under-collection of revenues, the effect on revenue 

:ollection in this case due to the implementation of the proposed rate design is not known and 

neasurable, and we will therefore not adopt any “elasticity” adjustment to the revenue requirement 

ve authorize herein. As is evidenced by the Company’s plans to expand its water treatment 

nfiastructure, much of the Western Group is poised for rapid growth (see Hammon Dt. at 4-5). We 

ind that the risk of revenue instability the Company fears is sufficiently offset by the current growth 

n the Company’s customer base to allow the implementation of a conservation-oriented rate design 

t this time. It is highly likely that new growth will be available to compensate for possible 

eductions in usage by existing customers, if demand proves to be elastic and existing customers 

espond to the conservation signals by reducing their usage in response to the new rate design. If, 

ven with customer growth, Arizona Water finds it is not recovering its authorized revenue 

equirement, it is within the Company’s control to file a rate case. After considering the evidence 

resented, we find that it is in the public interest for the Company to implement the conservation- 

riented rate design proposed by Staff 

X. OTHER ISSUES 

A. Automatic Adiustment Mechanisms 

Arizona Water is requesting authority to continue its existing purchased power and purchased 

43 DECISION NO. 6S3O2 



1 

c 
‘ L  

2 
I 

4 
4 ., 

6 
r 

I 

E 

s 
1c 

11 

12 

13 

I 14 

~ 15 

16 
~ 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

, 

I 

DOCKET NO. W-O1445A-04-0650 DOCKET NO. W-O1445A-04-0650 

water adjustment mechanisms. RUCO, Casa Grande, and Staff recommend that the mechanisms be 

discontinued. 

Staff states that adjustment mechanisms have traditionally been used to mitigat 

regulatory lag for volatile, very large expense items, and are useful when a commodity constitutes a 

utility’s single largest expense, such as for electric utilities where purchased gas or purchased power 

is the utility’s single largest expense (Ludders at 7-8; Ludders Sb. at 6). Staff testified that Arizona 

Water’s purchased pumping power and purchased water costs do not have these characteristics 

(Ludders Dt. at 7-9; Ludders Sb. at 6). 

RUCO argues that the circumstances in this case parallel the circumstances in the Eastern 

Group Decision, in which the purchased water adjustment mechanisms for the Company’s San 

Manuel and Superior systems were eliminated, and that the mechanisms should likewise be 

eliminated in this case (RUCO Br. at 15; Reply Br. at 8-9). 

Casa Grande agrees with the Commission’s reasoning in the Eastern Group Decision that 

adjustment mechanisms provide utilities with a disincentive to obtain the lowest possible cost 

commodity, because the costs are simply passed through to the ratepayers, and points to the fact that 

the Company has made no demonstrable effort to procure alternative, lower cost sources of power 

[see Tr. at 60,628) as an illustration of the problem created by adjustors (City Br. at 16). 

The Company asserts that there is a significant likelihood that the Company’s cost for power 

x-ovided by APS will increase in the near future, citing APS’ recent application filed on July 22, 

2005.17 The Company argues that APS’ recently approved Power Supply Adjustor makes the 

2ompany’s costs for power at least as volatile as APS’ cost of producing that power (Co. Br. at 27). 

We do not agree. APS’ Power Supply Adjustor contains numerous complex safeguards designed to 

imit volatility to ratepayers (see Decision No. 67744 at 13-19). While we take notice of APS’ July 

APS made a filing on July 22, 2005 in Docket No. E-01345A-05-0526 requesting recovery of unrecovered fuel and 
iurchased power costs through the Power Supply Adjustor approved in Decision No. 67744 (April 7,2005). 

44 DECISION NO. 68302 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. W-O1445A-04-0650 

22, 2005 filing, the outcome of the filing is unknown. The effect it may have on Arizona Water’s 

expenses, if any, is not known and measurable. The expenses we approve herein already include an 

adjustment for known and measurable post-test year changes in the Company’s electricity costs (see 

Section V.B above). 

The Company’s Ajo system is the only Arizona Water system that retains a purchased water 

sdjustment mechanism. The rates we approve herein also take into account a recent rate increase 

yanted to AIC,” its water source supplier for the Ajo system (see Hubbard Dt. at 27-28). Arizona 

Water has already passed those increased costs on to its Ajo customers through the existing 

idjustment mechanism, and following this Decision, will recover those costs in base rates for the 

system, reducing the adjustor to a zero balance (id.). Prior to the 2004 AIC rate increase, Ajo 

;ystem’s water costs had not changed for 15 years (Tr. at 636). Arizona Water’s witness Kennedy 

estified that AIC will likely raise its rates due to the necessity to treat for arsenic under the new EPA 

itandard in the next couple of years (Tr. at 636-637). Rather than simply authorizing the Company to 

lass through as-yet unknown possible increased costs to ratepayers, we find it more reasonable to 

:onsider any increased costs due to AIC’s arsenic remediation in Arizona Water’s next rate case, 

when the magnitude of any increased costs will be known and measurable, and can be examined the 

:ontext of the Company’s other concurrent expenses, along with any possible cost-reducing 

tlternatives. 

There is a danger of piecemeal regulation inherent in adjustment mechanisms. Because they 

tllow automatic increases in rates without a simultaneous review of a utility’s unrelated costs, 

tdjustment mechanisms have a built-in potential of allowing a utility to increase rates based on 

:ertain isolated costs when its other costs are declining, or when overall revenues are increasing 

aster than costs due to customer growth. Adjustment mechanisms should therefore be used only in 

Decision No. 67092 (June 29, 2004). 
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extraordinary circumstances to mitigate the effect of uncontrollable pric 

the marketplace. We have evaluated the propriety of continuing the Company’s existing purchased 

water and purchased power adjustment mechanisms in the Western Group based on all relevant 

factors, including the APS Power Supply Adjustor. The evidence presented in this case does 

support a finding that the Company’s power and water supply costs are subject to a degree of price 

volatility or uncertainty that justifies the existence of its adjustment mechanisms, and we will 

therefore order that they be discontinued. 

B. Arsenic Cost Recovery Mechanism 

The Company states in its application that under the new EPA rule reducing the maximum 

contaminant level (“MCL”) for arsenic in dnnking water from 50 parts per billion (“ppb”) to 10 ppb, 

effective January, 2006, the Company must construct new arsenic treatment facilities for its Casa 

Grande, Stanfield, and White Tank systems (Kennedy Dt. at 10; Whitehead Dt. at 7-8; Hammon Dt. 

at 9). A Company-wide accounting order was approved in Docket No. W-01445-04-0473 for the 

deferral of operating and maintenance (“O&M”) expenses for arsenic treatment. Arizona Water is 

requesting approval of an ACRM for its Western Group that is the same as the ACRM previously 

approved for the systems in its Northern and Eastern Groups. Arizona Water states that its proposed 

ACRM would allow the Company to recover capital costs and certain recoverable O&M costs 

directly related to the construction and continued operation of facilities required to comply with the 

new EPA MCL of 10 ppb for arsenic. In the application, Anzona Water estimates the total capital 

:ost of the new facilities at $13.6 million, and estimates annual O&M expenses of $2.1 million. No 

?arty objected to the Company’s request, which is reasonable and will be adopted. 

C. Depreciation Rates 

Staff recommends adoption in this case of the previously approved Company-wide 

ilepreciation schedule by National Association of Regulatory Utility Commissioners (“NARUC”) 
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account that is presented on page 18 of the direct testimony of Arizona Water witness Ralph Kennedy 

in this proceeding (Hammon Dt. at 5). This recommendation is reasonable and will be adopted. 

D. Non-Potable Water Tariff 

Staff recommends that Arizona Water Company be required to file, within 60 days of this 

Decision, a new Non-Potable CAP Water tariff for its Casa Grande, Coolidge and White Tank 

systems which conforms to the new Apache Junction Non-Potable Central Arizona Project Water 

tariff approved in Decision No. 66849 (Hammon Dt. at 10-12). This recommendation is reasonable 

md will be adopted. 

E. MAP Tariff 

Staff recommends the continuation of the Company’s Monitoring Assistance Program 

Surcharge (“MAP”) surcharge, but recommends that the Company’s MAP surcharge tariff, MA-262, 

)e revised, Company-wide, to conform with the new ADEQ MAP fee structure, which is no longer 

lased upon meter size. Staff further recommends that the Company be required to file as a 

:ompliance item in this matter, within 60 days of this Decision, but no later than the Company’s 

innual surcharge calculation for each water system participating in the MAP, a revised MA-262 tariff 

br review and certification (Hammon Dt. at 5-6). This recommendation is reasonable and will be 

idopted. 

* * * * * * * * * * 

Having considered the entire record herein and being fully advised in the premises, the 

:ommission finds, concludes, and orders that: 

FINDINGS OF FACT 

1. On September 8, 2004, Arizona Water filed an application with the Commission for a 

,ate increase for the Company’s Western Group systems, which include Ajo, Casa Grande, Coolidge, 

Stanfield, and White Tank. 

2. Arizona Water operates a total of 18 water systems located in eight Arizona counties, 
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serving approximately 72,000 customers. The Western Group systems served 20,266 customers at 

December 3 1 , 2003, the end of the test year. 

3. The current rates and charges for the Western Group systems were authorized in 

Decision No. 58120 (December 23, 1992). 

4. On September 24, 2004, Staff filed a Motion to Require Supplemental Sufficiency 

Information, or in the Alternative, to Suspend the Rate Case Timeclock (“Motion”). The Motion 

requested that the Company be required to submit an inverted tiered rate design as a condition of 

sufficiency under the rate case time-clock rule, or in the alternative, that the rate case time-clock be 

extended until such time that the Company filed an inverted block rate design. The Motion requested 

Oral Argument and expedited consideration. 

5. 

6. 

7. 

8. 

On October 1 , 2004, Arizona Water filed a Response opposing Staffs Motion. 

On October 6,2004, RUCO filed an Application to Intervene. 

On October 8,2004, Staff filed a Reply to the Company’s Response. 

Also on October 8, 2004, Staff filed a letter informing the Company that its 

application had not met the sufficiency requirements outlined in A.A.C. R14-2-103 because it did not 

contain the inverted tier rate design requested by Staff. 

9. A telephonic Procedural Conference was held for discussion of procedural issues 

related to the Oral Argument requested by Staff. h z o n a  Water, RUCO and Staff attended. 

10. On October 12, 2004, a Procedural Order was issued setting Oral Argument on the 

Motion. 

11. On October 12, 2004, RUCO filed a Notice of Lodging RUCO’s Response to the 

Motion. 

12. On October 15, 2004, Oral Argument was held on Staffs Motion as scheduled. 

RUCO’s intervention request was granted during the proceeding. After consideration of Staffs 

Motion, Arizona Water’s Response, Staffs Reply, RUCO’s Response, and the arguments of Staff, 

RUCO and Arizona Water on the issues raised in the Motion, the Motion was denied on the grounds 

that the Company had already provided a proposed rate design. The Company was ordered to 

respond on a timely basis to any data requests that Staff or RUCO served on the Company. 
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13. On October 18, 2004, Staff filed a letter notifying Arizona Water that its application 

met the sufficiency requirements set forth in A.A.C. R14-2-103, and classifying Arizona Water as a 

Class A utility. 

14. On November 18, 2004, a Rate Case Procedural Order was issued setting this matter 

for hearing and setting associated procedural deadlines. 

15. On February 3, 2005, Pivotal Group, Inc. filed a Motion to Intervene, which was 

granted by Procedural Order dated February 15,2005. 

16. On March 2, 2005, Arizona Water filed a Certificate of Notice certifying that the 

Company caused a copy of the form of public notice as required by the November 18, 2004 

Procedural Order to be published in the Coolidge Examiner and Casa Grunde Dispatch on January 

26, 2005, and that the Company mailed a copy of the form of public notice to each of its customers 

beginning with the first billing cycle in February, 2005, with the maiIing completed on February 28, 

2005. 

17. Public comment letters in opposition to the Company’s proposed rate increase were 

filed on January 21,2005, February 11,2005, February 28,2005, March 3,2005, June 15,2005, and 

July 29,2005. 

18. On March 15, 2005, Casa Grande filed an Application for Leave to Intervene, which 

was granted by Procedural Order issued April 1 , 2005. 

19. On May 19, 2005, Staff filed a Notice of Settlement Negotiation providing notice that 

Staff would be entering into settlement negotiations with the Company limited to the subject of how 

to deal with the Company’s past, present and future costs associated with its CAP water allotments. 

20. A Procedural Conference was held on June 6, 2005 at the request of Arizona Water. 

The Company, RUCO and Staff attended. 

21. By Procedural Order issued June 7,2005, the commencement date of the hearing was 

moved from June 16,2005 to June 17,2005. June 16,2005 was held open for public comment, as it 

was the date noticed to the public and the Company’s customers as the date for the hearing to 

commence. The date for the Pre-Hearing Conference was moved from June 10, 2005 to June 16, 

:omment. 
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22. On June 7, 2005, Casa Grande filed a Request for Reinstatement of Original Pre 

Hearing Conference and One Day Continuation of Hearing Date. 

23. On June 8, 2005, a Procedural Order was issued setting a Procedural Conference for 

June 10,2005. 

24. On June 10, 2005, a Procedural Conference was held as scheduled. Arizona Water, 

Casa Grande, RUCO and Staff attended and discussed procedural issues related to the hearing. 

25. The Pre-Hearing Conference was held on June 16, 2005. There was an opportunity 

for public comment on that date. No members of the public appeared to provide comment on the 

application. ~- 

26. A hearing was held as scheduled commencing on June 17, 2005 and continuing on 

June 20, June 21, June 22, June 23, and June 24, 2005. No members of the public appeared to 

provide comment on the application. 

27. Arizona Water, Casa Grande, RUCO and Staff filed closing briefs on August 1,2005, 

and Reply Briefs on August 22,2005. 

28. Based on the adjusted test year data, as determined herein, the operating income under 

existing rates for the Western Group is $1,971,289. 

29. Based on the adjusted test year data, as determined herein, the FVRB for the Western 

Group is $23,254,087. By system, the FVRB is as follows: Casa Grande, $17,495,567; Coolidge, 

$2,713,030; White Tank, $1,898,133; Ajo, $837,088; and Stanfield, $310,269. 

30. 

31. 

on FVRB. 

32. 

A fair and reasonable rate of return on FVRB is 8.90 percent. 

The revenue increase proposed by Arizona Water would produce an excessive return 

The authorized increase in gross annual revenues for the Western Group is $160,510. 

By system, the authorized increase is as follows: Casa Grande, $89,542; Coolidge, $9,551; White 

Tank, ($4,323); Ajo, $61,365; and Stanfield, $4,375. 

33. For the Casa Grande system, the rates set herein produce an increase in annual 

revenues of 1.13 percent which results in a monthly decrease from $25.50 to $25.06, or 1.7 percent 

($0.44), for the average usage (10,709 gallons) 518 x 3/4-inch meter customer, and a monthly 
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decrease from $20.29 to $19.98, or 1.5 percent ($0.31), for the median usage (7,370 gallons) 5/8 x 

3/4-inch meter customer. 5/8 x 3/4-inch meter customers with monthly usage of 15,000 gallons will 

experience a monthly decrease from $32.19 to $32.14, or 0.1 percent ($0.05). However, those 5/8 x 

3/4-inch meter customers with monthly usage of 20,000 gallons will experience a monthly increase 

from $39.98 to $40.39, or 1 .O percent ($0.41). 

34. For the Coolidge system,.the rates set herein produce an increase in annual revenues of 

.67 percent, which results in a monthly decrease from $29.88 to $29.45, or 1.4 percent ($0.43), for the 

average usage (10,080 gallons) 5/8 x 3/4-inch meter customer and a monthly decrease from $24.07 to 

$23.99, or 0.3 percent ($0.08), for the median usage (7,307 gallons) 5/8 x 3/4-inch meter customer. 

However, 5/8 x 3/4-inch meter customers with monthly usage of 15,000 gallons will experience a 0.8 

percent increase ($0.30) in their monthly bills, from $40.17 to $40.47, and those with monthly usage 

of 20,000 gallons will experience a 2.1 percent ($1.04) increase in their monthly bills, from $50.63 to 

$51.67. 

35. For the White Tank system, the rates set herein produce a decrease in annual revenues 

of .55 percent which results in a decrease from $45.22 to $44.35, or 1.9 percent ($0.87), for the 

average usage (13,035 gallons) 5/8 x 3/4-inch meter customer, and a decrease from $34.68 to $33.64, 

or 3.0 percent ($1.04), for the median usage (8,684 gallons) 5/8 x 3/4-inch meter customer. 

However, 5/8 x 3/4-inch meter customers with monthly usage of 25,000 gallons will experience an 

increase in their bills from $74.23 to $74.93, or 0.9 percent ($0.70), and those with monthly usage of 

50,000 gallons will experience an increase in their bills from $134.83 to $138.80, or 2.9 percent 

($3.97). 

36. For the Stanfield system, the rates set herein produce an increase in annual revenues of 

3.34 percent which results in a decrease from $41.43 to $40.78, or 1.6 percent ($0.64) for the average 

usage (9,933 gallons) 5/8 x 3/4-inch meter customer, and a decrease from $34.15 to $33.81, or 1.0 

percent ($0.35), for the median usage (7,521 gallons) 5/8 x 3/4-inch meter customer. However, 5/8 x 

3/4-inch meter customers with monthly usage of 15,000 gallons will experience an increase in their 

bills from $56.70 to $58.97, or 4.0 percent ($2.27), and those with monthly usage of 20,000 gallons 

will experience an increase in their bills from $71.77 to $76.97, or 7.3 percent ($5.20). 
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37. For the Ajo system, the rates set herein produce an increase in annual revenues of 

14.89 percent which results in an increase from $41.55 to $47.26, or 13.7 percent ($5.71), for the 

average usage (5,313 gallons) 518 x 3/4-inch meter customer and an increase from $33.67 to $39.31, 

or 16.8 percent ($5.64), for the median usage (3,868 gallons) 5/8 x 3/4-inch meter customer. 5/8 x 

3/4-inch meter customers with monthly usage of 15,000 gallons will experience an 11.8 percent 

increase in their bills, from $94.40 to $105.54 ($1 1.14), and those with monthly usage of 20,000 will 

experience a 13.4 percent increase in their bills, from $121.68 to $138.04 ($16.33). 

38. It is in the public interest to implement a rate design that promotes long-term 

conservation goals by sending appropriate price signals to heavier water users. 

39. 

conservation goals. 

40. 

The Company’s proposed single-tier rate design structure does not support our 

The rate design approved herein addresses the goals of conservation, efficient water 

use, affordability, fairness, simplicity, and revenue stability, and is in the public interest. 

41. The rates and charges for each system, as attached hereto in Exhibit G and 

incorporated by reference herein, are just and reasonable and shall be approved. 

42. Arizona Water’s proposed ACRM for the Western Group, which is based on the 

approved ACRM for its Northern Group and Eastern Group, is reasonable and should be approved. 

43. Based on the evidence presented, circumstances do not exist in this case to justify the 

risks of piecemeal regulation inherent in other adjustment mechanisms, and Arizona Water’s Western 

Group purchased power and purchased water adjustment mechanisms should be discontinued. 

44. The conditions recommended by the Commission’s Utilities Division Staff to be 

daced on the implementation of a Central Arizona Project Hook-Up Fee as they appear in Section 

H.A.6 of this Order, including the proposed requirements for a Central Arizona Project Water Use 

Plan, are reasonable and will be adopted, consistent with the discussion herein. 

45. All of the Western Group water systems are within acceptable limits for non-account 

water. The Company audits and monitors monthly water sales, non-revenue water and water 

xoduction, has a program of meter testing and replacement, and has state of the art leak detecting 

:orrelators and loggers (Hammon Dt. at 4). 
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4 N  
delivering water that meets State and Federal drinking water quality standards required by the 

Arizona Administrative Code, Title 18, Chapter 4. 

47. The Company’s Casa Grande, Coolidge, and Stanfield systems are located in the Pinal 

5 

6 

7 

Active Management Area (“AMA”) as designated by the ADWR, and are in compliance with 

ADWR’s monitoring and reporting requirements. Its White Tank system is located in the Phoenix 

AMA, and is in compliance with ADWR’s monitoring and reporting requirements. Its Ajo system is 

8 /I not located in any AMA. 

13 

14 

9 

10 

application. 

3. Notice of the application was provided in the manner prescribed by law. 

CONCLUSIONS OF LAW 

1. Anzona Water Company is a public service corporation within the meaning of Article 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 
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I 

I 
I 

I 

11 11 XV of the Arizona Constitution and A.R.S. Sections 40-250 and 40-241. I 

5. The rates and charges for each system, as attached hereto in Exhibit G and 

incorporated by reference herein, are just and reasonable and shall be approved. 

ORDER 

IT IS THEREFORE ORDERED that Arizona Water Company is hereby directed to file with 

the Commission on or before November 30, 2005, revised schedules of rates and charges consistent 

with Exhibit G and the discussion herein. 

IT IS FURTHER ORDERED that the revised schedules of rates and charges shall be effective 

for all service rendered on and after December 1,2005. 

IT IS FURTHER ORDERED that Arizona Water Company’s Western Group purchased 

power and purchased water adjustment mechanisms shall be discontinued effective December 1, 

2005. 

IT IS FURTHER ORDERED that Arizona Water Company shall notify its affected customers 

53 DECISION NO. 68302 

2. The Commission has jurisdiction over the Company and the subject matter of the 
l2 I 

4. It is reasonable to place conditions on the implementation of the Central Arizona 
l5 I/ 
16 Project Hook-Up Fee tariffs approved herein. I 
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of the revised schedules of rates and charges authorized herein by means of an insert in its next 

regularly scheduled billing in a form and manner acceptable to the Commission’s Utilities Division 

Staff. 

IT IS FURTHER ORDERED that the conditions recommended by the Commission’s Utilities 

as they appear in Section II.A.6 of this Order, including the proposed requirements for 

a Central Arizona Project Water Use Plan are hereby adopted. 

IT IS FURTHER ORDERED that the Central Arizona Project Hook-Up Fee tariffs appearing 

in Exhbit A, Exhibit B and Exhibit C are hereby approved, subject to the conditions described in the 

previous Ordering Paragraph, including but not limited to the condition that the Central Arizona 

Project Hook-Up Fee will be reevaluated in Arizona Water Company’s next rate case to determine if 

it should be continued, eliminated or modified based on Arizona Water Company’s Central Arizona 

Project Water Use Plan and any other evidence introduced in that proceeding; and the condition that 

disapproval of the Central Arizona Project Water Use Plan shall result in a refund of collected 

Central Arizona Project Hook-Up Fee monies with 6 percent interest. 

IT IS FURTHER ORDERED that Arizona Water Company shall file, on or before November 

30, 2005, tariffs conforming to the Central h z o n a  Project Hook-Up Fee tariffs for its Casa Grande, 

Zoolidge, and White Tank systems approved in the previous Ordering Paragraph. 

IT IS FURTHER ORDERED that Arizona Water Company shall use monies collected 

mrsuant to the Central Arizona Project Hook-Up Fee tariffs approved herein as non-operating 

mevenues solely for the purpose of paying ongoing and deferred Central Arizona Project Municipal 

md Industrial capital charges incurred with regard to its Central Arizona Project allocations for each 

.espective system. 

IT IS FURTHER ORDERED that h z o n a  Water Company shall implement the Arsenic Cost 

tecovery Mechanism for the Western Group in accordance with the Arsenic Cost Recovery 

vlechanism approved in Decision No. 66400 for Arizona Water Company’s Northern Group and 

lecision No. 66849 for Arizona Water Company’s Eastern Group. 

IT IS FURTHER ORDERED that Arizona Water Company shall file with the Commission’s 

iocket control as a compliance item in this matter, within 60 days of this Decision, a new Non- 
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Potable Central Arizona Project Water tariff for its Casa Grande, Coolidge and White Tanks systems 

that conforms to the new Apache Junction Non-Potable Central Arizona Project Water tariff 

approved in Decision No. 66849, for review and certification. 

IT IS FURTHER ORDERED that Arizona Water Company shall file with the Commission’s 

docket control as a compliance item in this matter, within 60 days of this Decision, but no later than 

the Company’s annual surcharge calculation for each water system participating in the Arizona 

Department of Environmental Quality’s Monitoring Assistance Program, a revised MA-262 tariff for 

review and certification. 

IT IS FURTHER ORDERED that Arizona Water Company shall annually file as part of its 

mnual report, an affidavit with the Utilities Division attesting that the Company is current in paying 

its property taxes in Arizona. 

IT IS FURTHER ORDERED that Arizona Water Company shall use the depreciation rates 

.hat appear on the schedule presented on page 18 of the Direct Testimony of Arizona Water 
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UTILITY: Arizona Water Company 
DOCKET NO.: W-01445A-04-0650 EFFECTIVE DATE: 

DECISION NO. 

CENTRAL ARIZONA PROJECT HOOK-UP FEE 
I 
~ CASA GRANDE SYSTEM 
I 

for 

I. Purpose and Applicability 

The purpose of the Central Arizona Project (“CAP”) Water Hook-up Fee (“CAP Fee”) payable to 
Arizona Water Company (“the Company”) pursuant to this tariff is to equitably apportion the costs 
of CAP water. These charges are applicable to all new service connections established after the 
effective date of the tariff. The charges are one-time charges and are payable as a condition to the 
Company’s establishment of service, as more particularly provided below. 

11. Definitions 

Unless the context otherwise requires, the definitions set forth in R-14-2-401 of the Arizona 
Corporation Commission’s (“Commission”) rules and regulations governing water utilities shall 
apply in interpreting, this tariff schedule. 

“Applicant” means any party entering into an agreement with the Company for the installation of 
water facilities to serve new service connections. 

“CAP costs” means Commission allowed on-going and deferred costs known as Municipal and 
Industrial capital charges incurred by the Company with regard to its CAP water allocations. These 
costs shall include allowance for funds used during construction which rate shall be the Company’s 
annual cost of debt. 

“Company” means Arizona Water Company, an Arizona corporation. 

“Main Extension Agreement” means any agreement whereby an applicant agrees to advance the costs 
of the installation of water facilities to the Company to serve new service connections, or install water 
facilities to serve new service connections and transfer ownership of such water facilities to the 
Company, which agreement shall require the approval of the Commission’s Utilities Division (same 
as line extension agreement). 

“Service Connection” means and includes all service connections for residential, commercial, 
industrial, or other uses, regardless of meter size except for temporary services and separate fire 



I .  

111. 

Each 

CAP Hook-up Fee Charges 

new service connection shall pay the CAP Fee derived from the following table: 

n 

IV. Terms and Conditions 

(A) Assessment of One Time CAP Fee: The CAP Fee may be assessed only once per service 
connection, or lot within a platted subdivision (similar to service line and meter installation 
charges). However, this provision does not exempt from the CAP Fee, any newly created 
parcel(s) which are the result of further subdivision of a lot or land parcel and which do not 
have a service connection. 

Use of CAP Fee: CAP Fees may only be used to pay for CAP costs as defined herein. CAP 
Fees shall not be used for expenses, maintenance, or operational purposes. 

(B) 

(C) Time of Payment: 

(1) In the event that the Applicant is required to enter into a main extension agreement, 
whereby the Applicant agrees to advance the costs of installing mains to which new 
direct service connections will be made, valves, fittings, hydrants and other on-site 
improvements in order to extend service in accordance with R-14-2-406(B), payment 
of the charges required hereunder for those service connections shall be made by the 
Applicant within 15 calendar days after receipt of notification from the Company that 
the Utilities Division of the Commission has approved the main extension agreement 
in accordance with R-14-2-406(M). 

In the event the Applicant is not required to enter into a main extension agreement, the 
charges hereunder shall be due and payable at the time the service is initially 
established. 

~ 

(2) 

(D) Failure to Pay Charges, Delinquent Payments: Under no circumstances will the Company set 
a meter or otherwise allow service to be established if the Applicant has not paid in full all 
charges as provided by this CAP Fee tariff. 

CAP Fee Non-refundable: The amounts collected by the Company pursuant to this CAP Fee 
Tariff shall be non-refundable. 

I 

(E) 

EXHIBIT A DECISION NO. 68302 





TARIFF SCHEDULE 

UTILITY: Arizona Water Company 
DOCKET NO.: W-O1445A-04-0650 EFFECTIVE DATE: 

DECISION NO. 

CENTRAL ARIZONA PROJECT HOOK-UP FEE 
for 

COOLIDGE SYSTEM 

I. Purpose and Applicability 

The purpose of the Central Arizona Project (“CAP”) Water Hook-up Fee (“CAP Fee”) payable to 
Arizona Water Company (“the Company”) pursuant to this tariff is to equitably apportion the costs 
of CAP water. These charges are applicable to all new service connections established after the 
effective date of the tariff. The charges are one-time charges and are payable as a condition to the 
Company’s establishment of service, as more particularly provided below. 

11. Definitions 

Unless the context otherwise requires, the definitions set forth in R-14-2-401 of the Arizona 
Corporation Commission’s (“Commission”) rules and regulations governing water utilities shall 
apply in interpreting, this tariff schedule. 

“Applicant” means any party entering into an agreement with the Company for the installation of 
water facilities to serve new service connections. 

“CAP costs” means Commission allowed on-going and deferred costs known as Municipal and 
Industrial capital charges incurred by the Company with regard to its CAP water allocations. These 
costs shall include allowance for h d s  used during construction which rate shall be the Company’s 
annual cost of debt. 

“Company” means Arizona Water Company, an Anzona corporation. 

“Main Extension Agreement” means any agreement whereby an applicant agrees to advance the costs 
of the installation of water facilities to the Company to serve new service connections, or install water 
facilities to serve new service connections and transfer ownership of such water facilities to the 
Company, whch agreement shall require the approval of the Commission’s Utilities Division (same 
as line extension agreement). 

“Service Connection” means and includes all service connections for residential, commercial, 
industrial, or other uses, regardless of meter size except for temporary services and separate fire 
protection services. 

EXHIBIT B DECISION NO. 68302 



111. CAP Hook-up Fee Charges 

Each new service connection shall pay the CAP Fee derived from the following 

I 
I 

~ 

IV. Terms and Conditions 

(A) Assessment of One Time CAP Fee: The CAP Fee may be assessed only once per service 
connection, or lot within a platted subdivision (similar to service line and meter installation 
charges). However, this provision does not exempt from the CAP Fee, any newly created 
parcel(s) which are the result of further subdivision of a lot or land parcel and which do not 
have a service connection. 

Use of CAP Fee: CAP Fees may only be used to pay for CAP costs as defined herein. CAP 
Fees shall not be used for expenses, maintenance, or operational purposes. 

(B) 

(C) Time of Payment: 

I 
(1) In the event that the Applicant is required to enter into a main extension agreement, 

whereby the Applicant agrees to advance the costs of installing mains to which new 
direct service connections will be made, valves, fittings, hydrants and other on-site 
improvements in order to extend service in accordance with R-14-2-406(B), payment 
of the charges required hereunder for those service connections shall be made by the 
Applicant within 15 calendar days after receipt of notification from the Company that 
the Utilities Division of the Commission has approved the main extension agreement 
in accordance with R-14-2-406(M). 

In the event the Applicant is not required to enter into a main extension agreement, the 
charges hereunder shall be due and payable at the time the service is initially 
established. 

I 

(2) 

(D) Failure to Pay Charges, Delinquent Payments: Under no circumstances will the Company set 
a meter or otherwise allow service to be established if the Applicant has not paid in hi1 all 
charges as provided by this CAP Fee tariff. 

CAP Fee Non-refundable: The amounts collected by the Company pursuant to this CAP Fee 
Tariff shall be non-refundable. 

(E) 
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TARIFF SCHEDULE 

UTILITY: Arizona Water Company 
DOCKET NO.: W-01445A-04-0550 EFFECTIVE DATE: 

DECISION NO. 

CENTRAL ARIZONA PROJECT HOOK-UP FEE 
for 

WHITE TANKS SYSTEM 

I. Purpose and Applicabilitv 

The purpose of the Central Arizona Project (“CAP”) Water Hook-up Fee (“CAP Fee”) payable to 
Arizona Water Company (“the Company”) pursuant to this tariff is to equitably apportion the costs 
of CAP water. These charges are applicable to all new service connections established after the 
effective date of the tariff. The charges are one-time charges and are payable as a condition to the 
Company’s establishment of service, as more particularly provided below. 

11. Definitions 

Unless the context otherwise requires, the definitions set forth in R-14-2-401 of the Anzona 
Corporation Commission’s (“Commission”) rules and regulations governing water utilities shall 
apply in interpreting, this tariff schedule. 

“Applicant” means any party entering into an agreement with the Company for the installation of 
water facilities to serve new service connections. 

“CAP costs” means Commission allowed on-going and deferred costs known as Municipal and 
Industrial capital charges incurred by the Company with regard to its CAP water allocations. These 
costs shall include allowance for funds used during construction which rate shall be the Company’s 
annual cost of debt. 

“Company” means Arizona Water Company, an Anzona corporation. 

“Main Extension Agreement” means any agreement whereby an applicant agrees to advance the costs 
of the installation of water facilities to the Company to serve new service connections, or install water 
facilities to serve new service connections and transfer ownership of such water facilities to the 
Company, which agreement shall require the approval of the Commission’s Utilities Division (same 
as line extension agreement). 

“Service Connection” means and includes all service connections for residential, commercial, 
industrial, or other uses, regardless of meter size except for temporary services and separate fire 
protection services. 

EXHIBIT C DECISION NO. 68302 



111. CAP Hook-up Fee Charges 

Each new service connection shall pay the CAP Fee derived from the following table: 

V Meter Size 

I 1 7 ’  II 1 $500 
1 - 1/27’ $1,667 

277 R3 667 t 

II 4” 

IV. Terms and Conditions 

(A) Assessment of One Time CAP Fee: The CAP Fee may be assessed only once per service 
connection, or lot within a platted subdivision (similar to service line and meter installation 
charges). However, this provision does not exempt from the CAP Fee, any newly created 
parcel(s) which are the result of further subdivision of a lot or land parcel and which do not 
have a service connection. 

Use of CAP Fee: CAP Fees may only be used to pay for CAP costs as defined herein. CAP 
Fees shall not be used for expenses, maintenance, or operational purposes. 

(B) 

(D) Time of Pavment: 

(1) In the event that the Applicant is required to enter into a main extension agreement, 
whereby the Applicant agrees to advance the costs of installing mains to which new 
direct service connections will be made, valves, fittings, hydrants and other on-site 
improvements in order to extend service in accordance with R-14-2-406(B), payment 
of the charges required hereunder for those service connections shall be made by the 
Applicant within 15 calendar days after receipt of notification from the Company that 
the Utilities Division of the Commission has approved the main extension agreement 
in accordance with R-14-2-406(M). 

In the event the Applicant is not required to enter into a main extension agreement, the 
charges hereunder shall be due and payable at the time the service is initially 
established. 

(2) 

(D) Failure to Pay Charges, Delinquent Payments: Under no circumstances will the Company set 
a meter or otherwise allow service to be established if the Applicant has not paid in full all 
charges as provided by this CAP Fee tariff. 

CAP Fee Non-refundable: The amounts collected by the Company pursuant to this CAP Fee 
Tariff shall be non-refundable. 

(E) 
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ARIZONA WATER COMPANY 

CASA GRANDE SYSTEM 

ALJ RECOMMENDED CAP M&l CHARGES RECOVERY (8,605 ACRE FEET) 
Customer 

DescriDtion:’ 

M&l Balance as of 12/31/2003 3,382,907 

2004 M&l charges on 8,605 AF $30 (avg) 258,150 

AFUDC estimate based on 2004 rate (5.21 1 %) 192,492 
Balance as of 12/31/2004 3,735,179 

Page 1 of 3 DOCKET NO. W-01445A-04-0650 

-- Cost/AF Growth $ Amount 

NP-260 Tariff M&l charges -98,370 

2005 M&l charges on 8,605 AF $28/AF 240,940 

AFUDC estimate based on 2004 rate 21 2,160 
Balance as of 12/31/2005 4,124,467 

2006 M&l charges on 8,605 AF $24/AF 206,520 

NP-260 Tariff M&l charges -63,812 

NP-260 Tariff M&l charges -54,696 
Hook-up fees collected ($208) 1,986 -41 3,088 
AFUDC estimate based on 2004 rate 201,312 

4,06431 5 Balance as of 12/31/2006 

2007 M&l charges on 8,605 AF $21/AF 180,705 

Hook-up fees collected ($208) 
AFUDC estimate based on 2004 rate 194,857 
Balance as of 12/31/2007 3,934,202 

2008 M&l charges on 8,605 AF $21 /AF 180,705 

Hook-up fees collected ($208) 2,202 -458,016 
AFUDC estimate based on 2004 rate 188,067 
Balance as of 12/31/2008 3,797,098 

NP-260 Tariff M&l charges -47,859 
2,202 -458,016 

NP-260 Tariff M&l charges -47,859 

2009 M&I charges on 8,605 AF $21/AF 180,705 

Hook-up fees collected ($208) 2,202 -458,016 
AFUDC estimate based on 2004 rate 180,922 

3,652,851 Balance as of 12/31/2009 

$2 1 /AF 180,705 2010 M&l charges on 8,605 AF 

Hook-up fees collected ($208) 2,202 -458,016 
AFUDC estimate based on 2004 rate 173,405 
Balance as of 12/31/2010 3,501,086 

NP-260 Tariff M&l charges -47,859 

NP-260 Tariff M&l charges -47,859 



ARIZONA WATER COMPANY 
DOCKET NO. W-01445A-04-0650 
CASA GRANDE SYSTEM 

ALJ RECOMMENDED CAP M&l CHARGES RECOVERY (8.605 ACRE FEET) 

Customer 

Page 2 of 3 

$ Amount DescriDtion: CostfAF 

201 1 M&l charges on 8,605 AF $2 1 /AF 180,705 
NP-260 Tariff M&l charges -47,859 

AFUDC estimate based on 2004 rate 165,497 
Balance as of 12/31/2011 3,341,413 

$21/AF 180,705 2012 M&l charges on 8,605 AF 
NP-260 Tariff M&l charges -47,859 
Hook-up fees collected ($208) 2,202 -458,016 

157,176 AFUDC estimate based on 2004 rate 
Balance as of 12/31/2012 3,173,419 

201 3 M&l charges on 8,605 AF $21/AF 180,705 
NP-260 Tariff M&l charges -47,859 
Hook-up fees collected ($208) 2,202 -458,016 
AFUDC estimate based on 2004 rate 148,422 
Balance as of 12/31/2013 2,996,672 

2014 M&l charges on 8,605 AF $21/AF 180,705 
NP-260 Tariff M&l charges -47,859 

AFUDC estimate based on 2004 rate 139,212 
Balance as of 12/31/2014 2,810,714 

$2 1 /AF 180,705 2015 M&I charges on 8,605 AF 

Hook-up fees collected ($208) 2,202 -458,016 

i 
~ Hook-up fees collected ($208) 2,202 -458,016 

NP-260 Tariff M&l charges -47,859 
Hook-up fees collected ($208) 2,202 -458,016 
AFUDC estimate based on 2004 rate 129,522 
Balance as of 12/31/2015 2,615,065 

201 6 M&l charges on 8,605 AF $2 1 /AF 180,705 
NP-260 Tariff M&l charges -47,859 
Hook-up fees collected ($208) 2,202 -458,016 
AFUDC estimate based on 2004 rate 119,326 
Balance as of 12/31/2016 2,409,222 

201 7 M&l charges on 8,605 AF $21/AF 180,705 
NP-260 Tariff M&l charges -47,859 

108,600 AFUDC estimate based on 2004 rate 
Balance as of 12/31/2017 2,192,652 

Hook-up fees collected ($208) 2,202 -458,016 



ARIZONA WATER COMPANY 
DOCKET NO. W-01445A-04-0650 
CASA GRANDE SYSTEM 

ALJ RECOMMENDED CAP M&l CHARGES RECOVERY (8.605 ACRE FEET) 

Customer 

Page 3 of 3 

I 
I 

Description: -- CostlAF Growth $ Amount 

2018 M&l charges on 8,605 AF $21/AF 180,705 
NP-260 Tariff M&l charges -47,859 
Hook-up fees collected ($208) 2,202 -458,016 
AFUDC estimate based on 2004 rate 97,314 
Balance as of 12/31/2018 1,964,796 

2019 M&l charges on 8,605 AF 
NP-260 Tariff M&l charges 

AFUDC estimate based on 2004 rate 
Balance as of 12/31/2019 

2020 M&l charges on 8,605 AF 
NP-260 Tariff M&l charges 

AFUDC estimate based on 2004 rate 
Balance as of 12/31/2020 

$21/AF 

Hook-up fees collected ($208) 2,202 

$2 1 /AF 

Hook-up fees collected ($208) 2,202 

2021 M&l charges on 8,605 AF 
NP-260 Tariff M&l charges 
Hook-up fees collected ($208) 
AFUDC estimate based on 2004 rate 
Balance as of 12/31/2021 

2022 M&l charges on 8,605 AF 
NP-260 Tariff M&l charges 
Hook-up fees collected ($208) 
AFUDC estimate based on 2004 rate 
Balance as of 12/31/2022 

$21/AF 

$2 I /AF 

2,202 

2,202 

180,705 
-47,859 

-458,016 
85,441 

1,725,067 

180,705 
-47,859 

-458,016 
72.949 

1,472,846 

180,705 
-47,859 

-458,016 
59,805 

1,207,481 

180,705 
-47,859 

-458,016 
45,977 

928,288 

2023 M&l charges on 8,605 AF $21/AF 180,705 
NP-260 Tariff M&l charges -47,859 
Hook-up fees collected ($208) 2,202 -458,016 
AFUDC estimate based on 2004 rate 31,428 
Balance as of 12/31/2023 634,547 

$2 1 IAF 180,705 2024 M&l charges on 8,605 AF 
NP-260 Tariff M&l charges -47,859 

AFUDC estimate based on 2004 rate 16,122 
Balance as of 12/31/2024 325,498 

$2 1 IAF 180,705 2025 M&l charges on 8,605 AF 

Hook-up fees collected ($208) 2,202 -458,016 
AFUDC estimate based on 2004 rate 17 
Balance as of 12/31/2025 346 

Hook-up fees collected ($208) 2,202 -458,016 

NP-260 Tariff M&l charges -47,859 

68302 
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ARIZONA WATER COMPANY I "  

DOCKET NO. W-01445A-04-0650 
COOLIDGE SYSTEM 

STAFF RECOMMENDED CAP M&l CHARGES RECOVERY (2,000 ACRE FEET) 

-- Cost/AF Growth $ Amount Description: 

M&l Balance as of 12/31/2003 1,046,011 

2004 M&l charges on 2,000 AF $30 (avg) 60,000 

AFUDC estimate based on 2004 rate (5.21 lob) 57,634 
Balance as of 12/31/2004 1,163,645 

2005 M&l charges on 2,000 AF $28/AF 56,000 

AFUDC estimate based on 2004 rate 63,556 
Balance as of 12/31/2005 1,283,201 

2006 M&l charges on 2,000 AF $24/AF 48,000 
NP-260 Tariff M&l charges 0 

Page 1 of 3 

Customer 

NP-260 Tariff M&l charges 0 

NP-260 Tariff M&l charges 0 

Hook-up fees collected ($1 50) 1,000 -1 50,000 
AFUDC estimate based on 2004 rate 61,552 
Balance as of 12/31/2006 1,242,753 

2007 M&l charges on 2,000 AF $2 1 /AF 42,000 
NP-260 Tariff M&I charges 0 

AFUDC estimate based on 2004 rate 59,132 
Balance as of 12/31/2007 1 ,I 93,885 

2008 M&l charges on 2,000 AF $21 IAF 42,000 

Hook-up fees collected ($150) 1,000 -1 50,000 

NP-260 Tariff M&l charges 0 
Hook-up fees collected ($1 50) 1,000 -1 50,000 
AFUDC estimate based on 2004 rate 56,585 
Balance as of 12/31/2008 1,142,471 

I 
I 2009 M&l charges on 2,000 AF $2 1 /AF 42,000 

NP-260 Tariff M&l charges 0 
Hook-up fees collected ($1 50) 1,000 -1 50,000 
AFUDC estimate based on 2004 rate 53,906 
Balance as of 12/31/2009 1,088,377 

2010 M&l charges on 2,000 AF $2 1 IAF 42,000 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($150) 1,000 -1 50,000 
AFUDC estimate based on 2004 rate 51,087 
Balance as of 12/31/2010 1,031,465 

- 

68302 
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DOCKEl 
COOLIDGE SYSl 

~ 

I I 

Customer 
Description: -- Cost/AF Growth $ Amount 

201 1 M&l charges on 2,000 AF $2 1 /AF 42,000 

- 
Page 2 of 3 

Balance as of 12/31/2017 540,795 

I 
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ARIZONA WATER COMPANY 
DOCKET NO. W-01445A-04-0650 
COOLIDGE SYSTEM 

STAFF RECOMMENDED CAP M&l CHARGES RECOVERY (2,000 ACRE FEET) 

Description: -- CostlAF Growth 3 Amount 

2018 M&l charges on 2,000 AF $21/AF 42,000 

Page 3 of 3 

Customer 

NP-260 Tariff M&l charges 0 

Balance as of 12/31/2018 455,347 

NP-260 Tariff M&l charges 0 

Hook-up fees collected ($1 50) 1,000 -1 50,000 
AFUDC estimate based on 2004 rate 22,553 

201 9 M&l charges on 2,000 AF $2 1 /AF 42,000 

I Hook-up fees collected ($1 50) 1,000 -1 50,000 
AFUDC estimate based on 2004 rate 18,100 
Balance as of 12/31/2019 365,448 

2020 M&l charges on 2,000 AF $21/AF 42,000 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($150) 1,000 -1 50,000 
AFUDC estimate based on 2004 rate 13,416 
Balance as of 12/31/2020 270,863 

2021 M&l charges on 2,000 AF $2 1 IAF 42,000 
NP-260 Tariff M&l charges 0 

AFUDC estimate based on 2004 rate 8,487 
Hook-up fees collected ($1 50) 1,000 -150,000 

Balance as of 12/31/2021 171,350 

2022 M&l charges on 2,000 AF $21/AF 42,000 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($150) 1,000 -1 50,000 
AFUDC estimate based on 2004 rate 3,301 
Balance as of 12/31/2022 66,651 

2023 M&l charges on 2,000 AF $2 1 /AF 42,000 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($1 50) 1,000 -1 50,000 
AFUDC estimate based on 2004 rate -2,155 
Balance as of 12/31/2023 -43,503 

2024 M&l charges on 2000 AF $2 1 /AF 42,000 
NP-260 Tariff M&l charges 0 

AFUDC estimate based on 2004 rate -7,895 
Hook-up fees collected ($150) 1,000 -150,000 

-1 59,398 Balance as of 12/31/2024 

2025 M&l charges on 2000 AF $21/AF 42,000 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($150) 1,000 -1 50,000 
AFUDC estimate based on 2004 rate -1 3,934 
Balance as of 12/31/2025 -281,332 

ISI EXHIBIT E 



ARIZONA WATER COMPANY 

WHITE TANK SYSTEM 
Page 1 of 3 DOCKET NO. W-01445A-04-0650 

STAFF RECOMMENDED CAP M&I CHARGES RECOVERY (968 ACRE FEET) 
Customer 

Descrbtion: -- CosffAF Growth $ Amount 

M&l Balance as of 12/31/2003 506,268 

2004 M&l charges on 968 AF 
NP-260 Tariff M&l charges 
AFUDC estimate based on 2004 rate (5.21 
Balance as of 12/31/2004 

2005 M&l charges on 968 AF 
NP-260 Tariff M&l charges 

I 

I 
%) 

$30 (avg) 

$28/AF 

29,040 
0 

29,408 
564,716 

27,104 
0 

Balance as of 12/31/2005 622,660 
AFUDC estimate basedon 2004 rate 30,810 

$24/AF 23,232 2006 M&l charges on 968 AF 
NP-260 Tariff M&l charges 0 

AFUDC estimate based on 2004 rate 29,984 

2007 M&I charges on 968 AF $2 1 /AF 20,328 
NP-260 Tariff M&l charges 0 

AFUDC estimate based on 2004 rate 28,619 

2008 M&l charges on 968 AF $21/AF 20,328 
NP-260 Tariff M&l charges 0 

AFUDC estimate based on 2004 rate 27,183 
Balance as of 12/31/2008 548,834 

2009 M&l charges on 968 AF $2 1 /AF 20,328 
I NP-260 Tariff M&l charges 0 

Balance as of 12/31/2009 51 8,335 

201 0 M&l charges on 968 AF $2 1 /AF 20,328 
NP-260 Tariff M&l charges 0 

AFUDC estimate based on 2004 rate 24,083 

Hook-up fees collected ($500) 141 -70,500 

605,376 Balance as of 12/31/2006 

Hook-up fees collected ($500) 153 -76,500 

Balance as of 12/31/2007 577,823 

Hook-up fees collected ($500) 153 -76,500 

Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 25,673 

~ 

Hook-up fees collected ($500) 153 -76,500 

Balance as of 12/31/2010 486,246 

I 
I EXHIBIT F 
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DOCKET NO. W-01445A-04-0650 
WHITE TANK SYSTEM 

STAFF RECOMMENDED CAP M&l CHARGES RECOVERY (968 ACRE FEET) 

Description: -- Cost/AF Growth $i Amount 

201 1 M&l charges on 968 AF $21/AF 20,328 

Page 2 of 3 

Customer , 

NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 22,411 
Balance as of 12/31/2011 452,485 

2012 M&l charges on 968 AF $21/AF 20,328 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 20,652 
Balance as of 12/31/2012 41 6,965 

2013 M&l charges on 968 AF $2 1 /AF 20,328 
NP-260 Tariff M&l charges 0 

Balance as of 12/31/2013 379,594 

NP-260 Tariff M&l charges 0 

Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 18,801 

2014 M&I charges on 968 AF $2 1 /AF 20,328 

Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 16,854 
Balance as of 12/31/2014 340,275 

2015 M&l charges on 968 AF $21/AF 20,328 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 14,805 

298,908 Balance as of 12/31/2015 

2016 M&l charges on 968 AF $2 1 /AF 20,328 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 12,649 
Balance as of 12/31/2016 255,385 

2017 M&l charges on 968 AF $2 1 /AF 20,328 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 10,381 
Balance as of 12/31/2017 209,594 

DECl EXHIBIT F 



ARIZONA WATER COMPANY 

WHITE TANK SYSTEM 

STAFF RECOMMENDED CAP M&l CHARGES RECOVERY (968 ACRE FEET) 

Descrbtion: -- CosffAF Growth $ Amount 

Page 3 of 3 DOCKET NO. W-01445A-04-0650 

Customer 

2018 M&l charges on 968 AF $2 1 /AF 20,328 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 7,995 
Balance as of 12/31/2018 161,417 

2019 M&l charges on 968 AF $2 1 /AF 20,328 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 5,484 
Balance as of 12/31/2019 1 10,729 

2020 M&l charges on 968 AF $2 1 /AF 20,328 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 2,843 
Balance as of 12/31/2020 57,400 

2021 M&l charges on 968 AF $2 1 IAF 20,328 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate 64 
Balance as of 12/31/2021 1,292 

2022 M&l charges on 968 AF $2 I /AF 20,328 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate -2,860 
Balance as of 12/31/2022 -57,740 

2023 M&l charges on 968 AF $2 1 IAF 20,328 
NP-260 Tariff M&l charges 

I 0 
i Hook-up fees collected ($500) 153 -76,500 

AFUDC estimate based on 2004 rate -5,936 
Balance as of 12/31/2023 -1 19,848 

2024 M&l charges on 968 AF $2 1 /AF 20,328 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate -9,172 
Balance as of 12/31/2024 -1 85,192 

2025 M&l charges on 968 AF $2 1 IAF 20,328 
NP-260 Tariff M&l charges 0 
Hook-up fees collected ($500) 153 -76,500 
AFUDC estimate based on 2004 rate -12,577 

-253,942 Balance as of 12/31/2025 



I 

1 -Inch Meter 

67,001 Gallons and over 1.65 

2-Inch Meter 
0 to 296,000 Gallons 1.4869 
296,001 Gallons and over 1.65 

3-Inch Meter 
0 to 552,000 Gallons 1.4869 
552,001 Gallons and over 1.65 

4-Inch Meter 
0 to 1,195,000 Gallons 1.4869 
1,195,001 Gallons and over 1.65 

6- and 8-Inch Meters 
0 to 2,160,000 Gallons 1.4869 
2,160,001 Gallons and over 1.65 

I 0 to 67,000 Gallons 1.4869 

1 0-Inch Meter 
0 to 7,292,000 Gallons 1.4869 

DECISION NO. 68302 



DOCKET NO. W-01445A-04-0650 

7,292,001 Gallons and over 1.65 

Service Line and Meter Installation CharPes 
(Refundable pursuant to A.A.C. R14-2-205) 

I (a> 
~ 5/8” x 34” Meter 

1 ” Meter 
2” Meter 
3” Meter 
4” Meter 
6” Meter 
8” Meter 
10” Meter 

Service Charges 
Establishment 
Guarantee Deposit 
Reconnection for Delinquency 
(per disconnection) 16.00 
Re-establishment 
Service Call Out 
(After Regular Working Hours Only) 35.00 
Returned Check Charge 25.00 
Meter Reread 
(After Regular Working Hours Only) 35.00 
Meter Test 50.00 
Late Charge 

(a) 

(a> 
(b) 
(b) 
(b) 
(b) 
(b) 
(b) 

16.00 
( 4  

(d) 

(e) 

No charge for 5/8” x 3/4” and 1” if on existing pipelines. 
Full cost for 518” x 3/4” and 1” if on new pipelines. 

Full cost for 2” and larger if on existing or new pipelines. 

Per Commission Rule A.A.C. R14-2-403(B). 

Eight times the customer’s monthly minimum charge, or 
payment of the monthly minimum charges since 
disconnection, whichever is less. 

1.50 percent after 15 days. 

(b) 

(c) 

(d) 

(e) 
I 

~ 

I 
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DOCKET NO. W-O1445A-04-0650 

1 0-Inch Meter 
0 to 4,416,000 Gallons 1.96 
4,416,001 Gallons and over 2.24 

Service Line and Meter Installation Charges 
(Refundable pursuant to A.A.C. R14-2-205) 

5/8” x XY Meter 
1 ’’ Meter 
2” Meter 
3” Meter 
4” Meter 
6” Meter 
8” Meter 
10” Meter 

Service Charges 
Establishment 16.00 

Reconnection for Delinquency 
(per disconnection) 16.00 

Service Call Out 
(After Regular Working Hours Only) 35.00 
Returned Check Charge 25.00 
Meter Reread 
(After Regular Working Hours Only) 35.00 
Meter Test 50.00 

Guarantee Deposit ( 4  

Reestablishment (d) 

Late Charge (e) 

(a) No charge for 5/8” x 3/4” and 1’’ if on existing pipelines. 
Full cost for 5/8” x 3/4” and 1” if on new pipelines. 

Full cost for 2” and larger if on existing or new pipelines. (b) 

I (c) Per Commission Rule A.A.C. R14-2-403(B). 

(d) Eight times the customer’s monthly minimum charge, or 
payment of the monthly minimum charges since 
disconnection, whichever is less. 

1 SO percent after 15 days. 

I 

(e) 
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0 to 3,000 Gallons $ 1.60 
3,001 to 10,000 Gallons 2.25 
10,OO 1 Gallons and over 2.55 

1 -Inch Meter 
0 to 30,000 Gallons 2.25 
30,001 Gallons and over 2.55 

I 



_ _ _ _ _ ~  ~ 

DOCKET NO. W-01445A-04-0650 

~ 

1 0-Inch Meter 
0 to 5,518,000 Gallons 2.25 
5,5 18,001 Gallons and over 2.55 

Service Line and Meter Installation Charges 
(Refundable pursuant to A.A.C. R14-2-205) 

518” x 3/4)’ Meter 

2” Meter 

(a) 
1 ’’ Meter (a) 

CO) 
3” Meter (b) 
4” Meter (b) 
6” Meter (b) 
8” Meter (b) 
lo” Meter CO) 

Service Charges 
Establishment 16.00 

Reconnection for Delinquency 
(per disconnection) 16.00 

Service Call Out 
(After Regular Working Hours Only) 35.00 
Returned Check Charge 25.00 
Meter Reread 
(After Regular Working Hours Only) 35.00 
Meter Test 50.00 

Guarantee Deposit ( 4  

Reestablishment (d) 

Late Charge (e) 

(a) No charge for 5/8” x 3/4” and 1” if on existing pipelines. 
Full cost for 5/8” x 3/4” and 1” if on new pipelines. 

Full cost for 2” and larger if on existing or new pipelines. 

Per Commission Rule A.A.C. R14-2-403(B). 

Eight times the customer7s monthly minimum charge, or 
payment of the monthly minimum charges since 
disconnection, whichever is less. 

1.50 percent after 15 days. 

(b) 

(c) 

(d) 

(e) 

EXHIBIT G DECISION NO. 68302 
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DOCKET NO. W-01445A-04-0650 

ST ANFIELD 

MONTHLY USAGE CHARGE: 

518” x %,’ Meter $ 14.65 
1” Meter 36.63 
2” Meter 1 17.20 
3” Meter 234.40 
4” Meter 366.25 
6” Meter 732.50 
8” Meter 1,172.00 
lo” Meter 1,684.75 

Note: Currently there are no customers on any meters larger than 2” 

Gallons included in minimum 

Commoditv Rates 

518 x 314-Inch Meter 
0 to 3,000 Gallons 
3,001 to 10,000 Gallons 
10,001 Gallons and over 

1 -Inch Meter 
0 to 29,000 Gallons 
29,001 Gallons and over 

2-Inch Meter 
0 to 139,000 Gallons 
139,001 Gallons and over 

3-Inch Meter 
0 to 303,000 Gallons 
303,001 Gallons and over 

4-Inch Meter 
0 to 487,000 Gallons 
487,001 Gallons and over 

6-Inch Meter 
0 to 1,002,000 Gallons 
1,002,001 Gallons and over 

8-Inch Meter 
0 to 1,620,000 Gallons 
1,620,001 Gallons and over 
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DOCKET NO. W-O1445A-04-0650 

1 0-Inch Meter 
0 to 2,341,000 Gallons 2.89 
2,341,001 Gallons and over 3.60 

Service Line and Meter Installation Charges 
(Refundable pursuant to A.A.C. R14-2-205) 

(a) 
1” Meter ( 4  

0) 
(b) 
0) 
co) 
(b) 
co) 

518” x %” Meter 

2” Meter 
3” Meter 

I 4” Meter 
~ 6” Meter 

8” Meter 
10” Meter 

Service CharPes 
Establishment 16.00 
Guarantee Deposit 
Reconnection for Delinquency 
(per disconnection) 16.00 
Reestablishment 
Service Call Out 
(After Regular Working Hours Only 35.00 
Returned Check Charge 25 .OO 
Meter Reread 
(After Regular Working Hours Only) 35.00 
Meter Test 50.00 
Late Charge 

(a) 

( 4  

( 4  

(e) 

No charge for 518” x 314” and 1” if on existing pipelines. 
Full cost for 518” x 314” and 1” if on new pipelines. 

Full cost for 2” and larger if on existing or new pipelines. 

Per Commission Rule A.A.C. R14-2-403(B). 

Eight times the customer’s monthly minimum charge, or 
payment of the monthly minimum charges since 
disconnection, whichever is less. 

1.50 percent after 15 days. 

I 

(b) 

(c) 

(d) 

(e) 
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10,001 Gallons and over 6.50 
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DOCKET NO. W-O1445A-04-0650 

Service Line and Meter Installation Charges 
(Refhdable pursuant to A.A.C. R14-2-205) 

5/8” x %” Meter 
~ 1” Meter 

2” Meter 
3” Meter 
4” Meter 
6” Meter 
8” Meter 
10” Meter 

Service Charges 
Establishment 
Guarantee Deposit 
Reconnection for Delinquency 
(per disconnection) 16.00 
Reestablishment 
Service Call Out 
(After Regular Working Hows Only 35.00 
Returned Check Charge 25.00 
Meter Reread 
(After Regular Working Hours Only) 35.00 
Meter Test 50.00 
Late Charge 

(a) 

I 

I 

(a) 
( 4  
(b) 
@> 
(b) 
(b> 
(b) 
(b) 

16.00 
( 4  

(d) 

(e) 

No charge for 5/8” x 314” and 1” if on existing pipelines. 
Full cost for 5/8” x 3/4” and 1” if on new pipelines. 

Full cost for 2” and larger if on existing or new pipelines. 

Per Commission Rule A.A.C. R14-2-403(B). 

Eight times the customer’s monthly minimum charge, or 
payment of the monthly minimum charges since 
disconnection, whichever is less. 

(b) 

(c) 

(d) 

I (e) 1.50 percent after 15 days. 

I 
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